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Preface

In June 1996, the Japan International Cooperation Agencv (JICA)
organized a Study Committee on Development Assistance to '\lnng,olm {the
Cumnnttoc) and commissioned it with the task of considering Japan’s

* strategy for development assxsl_:mcc to the country. This is an English
~ translation of the report prepaved by the Committee, presenting -its
' rcoonjmendutidns as well as its assessment of Mongolia's current political
" and economic situation, its problems and future prospects.

Mongolia is currently in the midst of transition from a socialist
regime, which lasted for nearly 70 years, to a parliamentary democracy and
market economy. The process of transition entails special difficulties for
Maongolia. At the beginning of the 1990s, Mongolia’s economy had developed
into an integral part of the economic and trading system of the now defunct
CMEA countries, and had depended on regular, large inflows of econoniic
assistance from: the former Soviet Union, It was a command economy hased
on central planming, with c;oc'ali"/c(l ownership of almost all. méans of
production down (o nomadic hivestock, The tmnsmon requires that the
Mongolian cconomy adapt itself (o the new international econonnc
environment in which it is now situated; that it should develop new economic
policy regimes and institutions necessa vy for the working of mavket cconomy,
and that it should cfficiently manage them. For Mongolia, the transition is
proving to be an unprecedented and difficult process — a venture into
uncharted wi ll(}l'a

Irom the beginning'of the 1890s to dzlt'e,'MongG]ia seems to have
overcome the initial difficultics and disorder of transition, aided by strong
st abilization policies and infusions of sizable international cconomic
assistance, Il now scoms: clear that the phase during which stabilization
efﬁnls had to he accorded top ]1011w priority have passed. The major tasks
facing the Mongolian cconomy over the comiﬁg vears will be structural
reforms and institution-building as well as the recovery and restoration of
growth of the economy. We are aware that, given its geography - no direct
access to international waters and extremely severe natural and climatic
comditions — Mongolia can havdly expect to attain rapid economy growth such



as experienced by many East Astan cconomies, despite the fact that the
country has successfully made the transition to a functioning market
cconomy. Looking beyvond the transition phase, the difficult task of great
importance yet to be carvied ont is to develop a long-term vision of a viable
- and growing Mongolian economy and an effective strategy for altaining it.

Japan has been providing Mongolia with multifaceted (lciiélo])ine'nl.
assistance on a largé scale relative (o the size of Mongniiei's cconomy as well
as compared to that provided by other major industrial countries and
~international development organizations. We fully endorse the view that
“Japan should continue to do so and make recommendations as to where
emphasis should be placed within the vartous arcas of the economy. Our
fundamental position, from which we have derived these recommendations,
is that, for the time being, Japan’s development assistance strategy should,
as a matter of top priority, aim at helping Mongolia to overcome a number of
n'mjo'r difficulties in the transition to a market cconomy. In this respect, we
believe it to be of paramount importance to help develop and complement
Mongolia's hwinan resouices, in ])'al‘l.i01t1z11',.tlle- managenal and technical
manpower required for leading, managing and operating the now market

ceonomy.

“We, the members of the Study  Commitiee, would feel highly
rewatded if our ¥ecommendations as well as our assessments of Mongolia's
prospects and problems contained in the report could contribute, even in a
small way, toward a fruitful policy dinlogue between dapan's policy makers
and agencies and the government of Mongolia and, through such a dialogue,
toward the formulation of an effective assistance. strategy for the country.

~ The Study Committec consisted of nine members drvawn from among
~academicians specializiiigin Mongolian studies and developnient economics,
“working together with the staff of the Overseas liconomic Cooperation Fund
(OECE) of Japan and JICA Development Specialists. In addition, two JICA
Development Specialists took the role of advisers to the Commitiee. The
Committee held five meetings with the attendance of several staff membiers
of the Ministry of Foreign Affairs and JICA, as well as stalf members of the
JICA Study Committee Secretariat, specifically established to assist the



“Committee. The meetings discussed, among other things, the current
situation, problems and prospects of Mongolia’s economy, with a view to
formulate the Committee’s recommendations on Japan’s assistance strategy
for the country. Each member and adviser contributed to the section of the
report dealing with the arvea of his or her responsibility, drawing on the
discussions of the plenary meetings.

~In the capacity of Clmirpers'on of the Committee, I would like to
* thank my colleagues who shared invaluable data, information and research
- findings with the Committee and who managed to find time for writing their
respective contributions to the report. Thanks are also due to several JICA
experts currently on assignment in Mongolia who took the trouble to obtain
‘the latest information and statisties from Mongolian seurces. 1 would also
like to thank the staffof the Japanese Embassy in Ulaanbaatar; the office of
Jocv Mongolia; those. JICA experts on assignment in Mongolia who
- provided extensive assistance to the Chairperson and several staff members
of the Study. Committee” Secretariat when they visited Ulaanbaatar in
August/September 1996, arvanging meetings with l\-loiigﬂlian government
officials, providing valuable information and offering- expert ‘views and
advice; Mongolian government officials who took the trouble to_ﬁrovide the
v'isili'ng work team with useful and beneficial information'{ind opinions; and
the staff of the China and Mongolia Department of the Warld Bank who
provided valuable doecuments and opinions for the Committee. Final]y, on
behalfof all members and advisors of the C_ommit"toc, I would like to express
my special thanks to the staff of the Institute for International Cooperation,
JICA and, in particular, to the staff of the Study Committee Secretariat whb
assisted the working of the Committee in all conceivable ways.

March 1997
Shinji Asanuma,

Chairperson .
Country Study Committee on Japan’s Development Assistance to Mongolia
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Summary

1. Political and. Economic Trends in Mongolia
Mongolia is cm'xfontly in the midst of a structural transition atmed at casting offits
old socialist system and building a parliamentary democracy based upon a market ccononty.
 Modeled on the Soviet poj'¢1sti'oik:1 policy shift of the mid-1980s, political reforms in Mongolia
began primarily as a drive torebuild the economy. Gradually, though, they began to assume
- a politicizéd dimension, and ultimately eveolved into a full-fledged démocratizalion movement.
In 1990, Meongolia brought to an end the era of one-party rule byE the Mengolian People’s
Revolutionayy Parvty (MPRP), and in 1992 unveiled a new const'itu!_ion that abandoned
socialism and changed the countiy’s name. General clections in June 1998 handed the
Dcchratic Union coalition an oversvhelming majority of the seats in the Great Khwal (the
single-chamber parliament), eflcctively completing the transition to a new politicat system. As
-a result, Mongolia's foreignrelations posture shed its dccp-seated.dcpendcnce on the former
Sovict Union and shifted toward a policy of nonalignment shaped by baianced_mlatinns with

Russia and China as well as with the U.S. and other Western powers.

-Noncthc’less, the structural transition has confronted Mongelia with a number of
difficulties '5’nd confusion on the coonomic fiont. As a socialist country for almost seven
de('ades,: Mongolia -actually nfgislered- cormparatively ‘strong economic gmowth and
development up te the Vboginning of its transition process in the eavly 1990s. That
achievement was matched in the so-called “human development” or socinl services dimension
by admirable advances inc[udingl education and social welfare. Still; it has to be noted that
~these accomplishments were produdis .of a heavy dependence on the communist blocs

COMECON (Council for Mutual Economic Assistance) framework for trade and division of
labor, not to mention extensive injections of Soviet aid. Unsurprisingly, the Soviet oollapse
. and the scrapping of COMISCON dealt the Mongolian economy three heavy blows. First of all,
Mongolia lbst virtually éll the Sovict and East Eumpean_markcls forits industvial goods, as
wel as the key sources of interincdiatc and capital goods so ¢ssentinl to thc'dpcration 6fits
ccouomy:'. Secondly, it lost access to Soviet ﬂ.id, which amounted to as muchas 30% of its GDP.
And third, it suffered a drain in personiel (‘a.pablc of mmlling its céoncuny when teams of

Russian supervisors, engineers, and their dependents packed up and headed back homs,
These thiee blows were morcover compounded by economic strains that Mongolia’s

own government induc . with fast-track policies for transition. Theéze included price decontrol,

several curreney devaluations, the abandenment of subsidies to all but a few statc-owned



entewprises, and a sweeping privatization drive modeled on the East European voucher
formula. The combined impact manifested itself in soaring inflation (that at ene stage
measured 100% inannualized terms) and a cumulative plunge of 20% in GDP between 1990

and 1994,

To deal with the cconomie tirbuwlence and stagnation brought on by the transition
process, Mongolin introduced a set of powerful measures in cconomic stabilization. By 1991,
the economy had largely steadied and begun showing signs of nioving into a recovexjphasc.
Based on agreemionts worked out with the IMF a nd other multilateral institutions, Mongolia
adopted austere fiscal policies and also tightened its monetary policy. Japan, the World Bank,
the Asian l)evélopnmnt Bank (ADB), the US,, Gm.‘m'any_. the IME, and othcr.parlicipmltsin
the Mongolian Assistance Group provided vast amounts of financial and teclnﬁcal assistance
designed to ease Mongolia's balance-of-payments and fiscal strains, The objective was to
farnish support for the country’s stabilization policies and assist emergency repair work in
arcas of energy infrastructure essential to public welfare. Incidentally, over the five-year
period from 1990 through 1994, that assistance.totaled more than $500 million {on an
approvals basis). This understandably ammm:ts toa rblatié'cly_ large sum, considering that .

Mongolian nominal GDI* measuved about $700 million in 1994,

The stabilization policies'and;assistancc: together proved effective in taming
Lunaway inflation, :nid allowed Morigolia to reverse a downtrend from 199'1 in GDP with
growth of 2.3% in 1991 and 6.«1%.th_e following yea . This turnagund in GDP was powered
mainly by sectors that had begun expanding after the transition, na ;'n'e.l-y, the golcl.-n'mining
industry, Ihc-!'comméwiai_ teades and other elements of the servioe sector, and the export-
oviented textile industries. hi effect, the rvecovéry has not yet spread to all of Mongolia’s

traditional industrial sectors, except for thie livestock sector.

I.n fact, the transition has had an eatirely difforont impact in the livestock and
crop-farming scctors. First of all, steps were taken to put practically all the Ii\"eslock. sector
back inte private hands. That included breaking up the negdel, which were the sector's
collective units of production un'dm; the f‘or.nmr socialist system. Following the transition,
demand for livestock and meat .pmd:ucts fell; export demand from Russia in_ particular
nose-dived. The declining volume of staughtered Iiv_estbck had the cfi;ect of dampening the
' supply of livestock-derived vaw materials to the food industry and other, light industrial
sectors. In addition, the negdel-based distribution frameworks disappeared, and the level of

government support to the livestock seetor dwindled: e.g., in such aveas as the provision of



veterinary sevvices, the construction of livestock shelters and water wells, and the cmergency

supply of fodder during the winter months.

Nonectheless, the overall impaet on livestock output has beea relatively light.
Though output slackened at ene point, in’ 1995 it was up 10% fiom its 1990 level. On top of -
that, the sector itsclf has fulfilled o buffering vole by assimilating a large part of the wban

poor and unemployed who had family ties to rural aveas.

The crop-farming sector has by contrast been all but de{'iasta{ed by the lransition.
Output, for instance, dropped by half its 1990 level. The central veason is that this is a
relatncly new seclor inttiated by government-run ventuies on vn'gm farmland, and heavily
'dcpendent on imports for the ‘supply of practically all essential intermediate and capital
goods, including heavy farm machinery, machine parts, fuels, seed, and fertilizer. The steep
declme in output is chicfly attributable to difficultiesin scecuring such imports, and an end to

governnent price suppoetts for crop pmduce and subsidics to state-run farms.

The transportation, shipping, and:postal service sectors were all adversely
1mpmtcd during the transition process, whlle the teleoommummllons field demonstrated
growth. Combined passenger and cargo \.Ollll“C‘b in the rail, ivad, and aviation subsectors
peaked in 1988 and then slipped into an incrémental declme. In 1990, though, volumes grew
m.ngmall:, signaling the start of an uptuin. However, passenger volume is currently running
around t\m thirds its former peak, and cargo volume (tonnagu) only one-third. There ave
several reasons fo: this. One is that dcm‘md for tr msperl*mon and shipping services ha::
fallen intandem with the nétdecline in Gl)]’. More importantly itis lavgely anoutcome of the
- sharp dectines in Mongolian import and exporl volwmes. From a éllppl}'-side standpoint, the
) downswings are a manifestation of the difficulty in securing imports of malterials and parts
cssential to the maintenance and development of transpertation infrastructure on the one
hand,; énd on the other, a sctb'zlck. in transpoit capacity due to {uel shorlages and a

conscquent decline in truck operating rates.

“Prends in mall volunie more or leiss pamllcl those in I msporlatton and shipping.
The shrinkage in international mml \olume has been’ eapccmll) pronounced in cumulative
terms. While the deterioration in the cconomy and trade has affected demand, falhng

opercating rates for postal delivery vehicles have had an adverse impact on the supply side.

By contrast, volume and service quality in the (etemmmummllons sector acluall)



~improved during the teansition phase. That achicvement was largely attributable to
aggressive steps ininstitutional and structural veform, service-provider privatization through
joint-ventwes with foreign mtemst@, and aid-backed investments in the international

tcl(‘c‘mnmumc.llmn'-: seclor,

Mining and manufaclmmg were sectors hurt by the country’s structural transition,
albm: 1o a substantially diffcrent degrce. Though output volumes for the key mineral
~ products-copper concentrate, molybdenum concentrate, and flucrspar-slipped temporarily,
as of 1995 all werc back up near their 1990 levels. Two additional factors deserve attention:
“one was firm growth in tin’outﬁut, and the other, a sharp expansion ingold cutput thanks to

* government measures in deregulation that opened the door to private mining interests,

On the other hand, Mongolia’s manufactuing sector has sinee 1990 registered
dectines in the output of certain items that were important domestic goods under the old
COMECON framework: namely, scoured wool, hides and QRins, leather and shoes, and
gausage and other pmoeSse(l food pmducts (Cashmere 'md othcr wool products, however,
have not follewed that downtrend J We nkoncd dontestic consumer demand and shortagesin.
the supply of raw materials and fuels are, considered to be the key factors behind these

“declines. On the brighter side, privatization steps in j19£.ll spurred the establishment of a
number '. of smalbseale -bilsinesSes, including joint-ventuies by - booming ' domestic
manufiacturers and foreign capital interests. These new ventures are stepping up the output

of processed foods, textiles, and other consumer goods for the domestic marketplace.

'F‘hé transition-induced impact on the encrgy sector {electricity, steam, cﬁal. oil) was
much more severe. In fiscal 1995, electricity output measured 60% of its 1990 level, compared
with 90% for steam and 70% for coal. Though these levels appear to be bottoming out, they
ave still quite low by 1990 standards; Mongotn depended entively onthe foir mex Saviet Union
as the source for ils unpoxlb of pcholeum products. Following the collapse of (‘O\II*.CCN oil
imports fiom Russia were cut in half. Steam for heating purposes at one point shpped to
avound 85% its peak level. Steam heating is an infrastructwial essential for life in wbhan
districts during the frigid winter months, fi‘he stump in energy supplies briefly reached crisis

proportions for the economy and the country's citizens.

Several reasons explained the falloff in energy output. The Soviet engineering
personnel assigned to Mongolia's key power stations had all pulled out and gone home. Spare

paits and consumables for facility maintenance and repair were in short supply. Finall a
I Y



though coal was the principal factor input for the generation of electricity and steam, its
quality had deteriorated and it also was in short supply. Actually, there were several factors
behind the decline incoal output itself. They vanged from a lack of parts for equipment repairs
and replacements to friequent breakdowns in heavy'excﬂvalihg cqu;:pm'ont' that in turn

‘derived from a scarcity of trained maintenance personnel.

Recognizing the importance of energy supplies in Monghlia. Japan, the US., and
Germany, together with other leading donor nations and institulions,. éupplied the country
with an emergency package of aid concentrated in the energy field. This is the reason the

- declines inenergy output appear to be leveling offnow: However, the shortagesin those forms
of energy essential to economicinfrastructure-particularly electricpower-vemain unvesolved,
and crisis conditions still prevail. The 1994 and 1995 surges inelectricity imports from Russia

essentially testify to that fact.

" Fiscal revenues shrank during the transition process. To stabilize the economy,
Mongolia had no choice but to curb fiscal spending. That nieant cutsin government outlays for
cducation, health care, and othor basic social services, and a concomitant detertorationinthe
quality and scale of such services. Duriug its socialist era, Mongolia built an elementary and
secondary educational system based on generous expenditwes and policies that placed
..prion'ty on sbcial.dcvelopmcnt.: That enabled it to provide close to. 100% of thé_school-aagc :

pépulation with oppm’tuniticé for education, and in turn achieve high literacy rates despite
“the toughcondilions posed by a lal'gély nomadic pop ulaﬁq"n spread tf]inly overa vast national
' territory. In the health sector, the government succeeded in providing free medical services to

'90% of the population.

_ However, social services in general have deteriorated since the start of the transition
proeess. The cuts in government cducational outlays have hampered the task of retraining
teachers and preparing textbooks for the new political and econemic realities. Individual
sludrents ave now responsible for the dm‘milorjv fees pfevjously borne by state entcrprises_ér
negdel. In addition, climbing demand for child labor in nomadic households has driven the

: avéragc student dropout rate abd\'e 12% nationwide. These developments, coupled with the
" deterioration in schoolieacher wages,‘ have thrown the entire educational s'ystc:in into

disarvay.

I the meantime, cuts in health care spending have prompted the introduction of a

system whereby patients themselves niust pay part of the bill. Furthermaore, due to budget



shortfalls in general, health and medical care facilities and equipment have deteriorated,
medicines have become increasingly searce, and health cave professionals must tolerate lower
pay. As a vesult, vural health eae sewvices in particular have been hwt in terms of their

quality and scale, and are not capable of dealing with the growing ranks of {he poor.

These cconomic conditions, together with dedining output in: the agricultural,
manufacturing, construction, fmd transportation séctors, and shwvinkage of the government

- gector, manifested themselves as a sharp increase in the number of unemployed. Some of
those unemployed have been re-assimilated by livestock breeding operations in their home
~ districts. Othees have been assimilated intobooming subsectors of the “informal” commercial
and sevvice trades. Though the official unemployment. rate (forregistered workers) measured
© 8.7% in 1994, by 1995 it had fallen te the 5% level. However, the actual unemployment rate
is conceivably much larger than the official estimate if calculations acoount for temporary
layoffs by state-owned enterprises and unemployed job-seekers who as yet have no work

record. It has been reported that an increasing percentage of the u'nempl.oyed', fomale-headed
households, and nomadic houscholds with only a few head of hivestock, now live below the
povm:'{y line. By government estimates, one-fowrth of the enlire population was living below
the poveity line as of mid'-199-l.. Clearly, poverty has emerged as a grave social pi\oblcm in

' _Mongo!ia.

2. The Development Outlook

Mongolia has: registeved a méasure of success with the stabilization policies it
implemented to deal with conditions of economic stagnation and upheaval provoked by the
{ransition prbcess. The time for accovding stabilization top priorily is almost over.Stl‘uctural.
reform, recovery, and renewed growlh willbe the prime challenges on the economic front over
the next few years. Considering Mengolia's current circumstances, it scems unreasonable to

expect it to post a firm rvecovery or rapid growth any tinie seon,

The COMECON framework and heavy infusions of aid from the former Soviet Union
can be largely ceedited for the étagé of economie development Mongolia had reached by the
beginning of 1990. Currently, though, Mongolia's long-term prospects for continued coonomic
development secni uncertain, and for a number of reasons. Within the altered international
coonomic climate, Mongolia faces the necessity of cullivating a new set of trade and
investment ties and searching for arcas whewe it can command a compavative advantage.
H owever, it has yet to rescavch, study. debate, or formulate any visions, strategies, or policies

for the future development of its key industrial sectors. Mongolia must devote its attention to



a relatively new issue, environmental conservation, and to the promotion of tourism as a new

industyial sector. On top of that, it must cultivate the institutions that will play a leadership

vole in developing its industrial sectors.

Given the curvent situation, the priorities of development policy should be placed en

the following goals for now.

0

(2}

(3)

(1)

(%)

The rehabilitation of infrastmdum for the supply of eleclricity; steam, coal, and other
sorrces of enevgy essential to industrial growth and. public welfare, and of mil_ways.
roads, and other networks for the shipﬁlent of industrial raw materials. The policy focus
here should be shifted from emcngenc} repaiis over the next few years to medium-term

programs for the reccovery and expansion of supply capacity.

Full-seale rehabilitation of outpﬁl 'caphcity in the manufacturing, mining, and ciop-

favming scctors. In this respect; it will be important to evaluate carefully economic

viability of restructured enterprises under the new economic circumstances.

A major restructuring of the corporate organizations and institutions that reinforce

- economic and social infrastructure and production capacily. In particular, it will be

érucial to restructure existing state-owned ‘enterprises and the banking sector, and
establish the legaland policy foundations as well as support services for ventures inthe
hivestock, agricultorve, manuvfacturing, and service industries (e.g., the i)i'ovisi011 of credit
to farms and small-and mcdium-siicd businesses; livestock vetc:_'ihaly seivices, the

establishment of cooperative systems, ete.)

Enhancement of education, health care, and other social welfare services, and - the
establishment of poverty-alleviation programs and safely nets for the poor. Frameworks
and systems in these fields should be streamlined and made more effictent and equally

important fiseal resources to that end should be sccured.

The most impoitant task for macroeconomic policy will be in the area. of fiscal

“restructuring: in particular, establishment of the tax system to boost fiscal revenues.



3. Orientation and Approaches for Japanese Assistance

3.1 Basic Viewpoints, Assistance Prioritics and Considerations for

Assistance Implementation

Orientation and approaches for Japancse assistance to Mongolia are suminarized

in the table on the following page.

Japanese assistanc-e must fundamentally be designed to help Mongolia achieve its
econom fc and social devc_hpmcnt goals, strategies, and policies. Over the longer term, the
focus will likely be on helping Mongolia achieve self-sustained economic growth. At present,
: however, smooth economic transition is the challenge Mongolia has given top ﬁx’io:ity.
- Accordingly, the emphasis ufJ‘a;nnese assistance for now should be on helping Mongolia in
that transition. The transition proocss w;ll demand that Mongolia pursue institution-
building activities in the broad sense, and train the personnel who will be responsible for _
running and managing the now mbhtutlons and frameworks once that transition is compictc
C on‘aequcntb it scems advisable that Jap*mc-s; assistance be multifaceted and mdc inits
scope, that is, extending beyond financial and technical asgistance, as such, and phcmg
stress on mtellcctual assistance for efforts in institution-building and the formulation of |

(Ie\elopmcnt strategics and pohcws asw ell as assistance forp ogramsofporbonncl training.



Basic Viewpoints on Assistance to Mongolia, Priorities and Considerations for
Implementation
A Shift in the Qoals of Mongolian Economic Policy

Sustained econoniic stability

Economic stabilization
Structural veforms, economic revival and growth

Constrainta to Development

<Environmental and Geographic Factors>
. Regional gaps attributable to country's vast terrain; frigid tempevatures and marginal lamfall
¢«  High trade-velated shipping costs attributable to Mongolia’s status as a landlocked countyy

<Transition-related Factors>
e« End to artificial economic supports {e.g. the COMECON framework, Soviet assistance aad
marketl access)
+«  Within new international market climate, Mongolia remains behind in terms of foreign trade,
investment, and the development of compehtwe sectors.
¢ Long-term development ountlooks, secloral visions, development shategms and poltues
largely unaddressed andfor nonexistent. Sectors that could lead the developnient process
* still lacking in capacity. ' '
LI Disauay caused by fast-track cconomic and administrative reforms

Orientation and Approachés for Japanese Assistance

<Basic Viewpoints>

Support for transition to free-market economy <Long-Term Stance>

. Support for
= strategies of self-

' rehint ceonomie

Wperlise support in the arenas oflnsmulmn buitding and the formulation of
dcxclopmcnt strategies and pohcm'- coupled with more (‘omplehonsue and
muitifaccted forms of assistance, with an emphasis on aid for the caltivation of

human resources ko run and administer the countiy’s new market-oricated systems.

<Priority Sectors for Assistance>

Pricrity Sectors

- Pevelopment States

Focus Area

Factors Demanding Attention

1. Full.scale rehabilitation of
social and cconommic
infrasteucture

Emergency asststance has
been provided to stem
further declines i the
country'’s production and
sugply cipucity.

Heavy priority placed on
sweeping enhancements in
coal, steam, and clectrie

power production capacity.

Many structures have reached an
advanced stage of decay, and willbe
difficelt to réaovate bocause they
were built with components er
materials eriginating in the former
Sovict Union. . The cconomic
viability of such rehabilitation
projocts <hovld be closely compared
with the cost gFinvestments in
cotirely new stoucures.

Heavy prisrily placed on
lacasures to upgrade.
teanspoctation, shipping.
and cobmmunid:tions
infeastructure,

Though there isextenzive social
dewmand, new infrastructure projects
in these sectees shuutd be weighed
with care,

2. Measures to improve social
and welfare services and
curh growth inthe
peecentage of the
populaticn living below the
poviety ling

The teanstion process his
coeated conditions of
cconamic dixeray, whereeas
stauctaral adjustiments
ketve added to the share of
{he popalation Livingbelns
the poverty Tine

Pasticipation in UNDed
progeams for social
infrtstructure
development and poverty
aleviation considered
worthw hite.

Nuw systemsand programs shoul be
fxemulated to assi=f the Mobgotimn
governnient i securhig gioee budpet
roSOtErPOCA, TP reving its tust
structeres, and streamlining its
frameworks for the supply of various
prablic serviees

S




3. Dafrastrocture projects B
the mining indastey and
related sectars

The Mongolian economy i
heavily dependent on the
mining of voal and copper
ok mining hos helped
Buay the countn's
eeonomie weowth in recent
AL L

Fous on assi-tance for the
Sarmulation of guyernment
initiatives at ghe initiad
sige of dovelopmoent:
duvebpmont surveys,
technedogy beansfors, mnd
mfinstrac e prejects ak
the devviopment skge,

Conrdinated international cRoits in
tochnical and fiaancial issi=tanee will
be aecvssiy if Mongeliaisto
avereose osisting developaent
bettlenecks in this Gcld.

b, Infeasimcture projects for
the agricedtuee and
Hvestock sector and 1
manulicturing seqtor

Monzoliy has o Buited
suppdy of suitalide grazig
Land for Lvestock-raiming
purposes. Frospedds are
thercfoew poor for
evpanding Bivestamk
pioducticon on the basis of
teaditional grazing
pravtices. " Also. the
mannfcturing sector i
bhaupered by the
diminutive domestic

ket for its prodacts

and on top of that, it is
geoze phically isolited
from the inteenational
nrkok.

'eivate-led projucts=
veeommended,  As divet
Aassttanee to productive
ceunomie activitios is
Sifficnlt, the aid fooas
shoutd e placed en
various form s ofoxportise
support and techinical
assistance, paticulaiy for
swrveys and veseaech,
policy frmulation,
institution binlding and
the disemination of
uscful technologicos and
knowledze, However,
some direct Forma of aid
could coisceivably be
pursued as offorts in

poverty alleviation

No cmtsensts hasbeen ssiched on
offective wisys to help Mongslia shift
froms traditional nomadie ta ~s¢mi-
mimadic’ forits of livestock frniog.
Ad to crop farming. it wallbe neoessny
to deteramine whethed boosting
utput to pre. 1900 lovels makes
ceonomic sease. and whether the
government should maintain its
podicios of selfsufficiency in whoat,

‘<Considerations for Assistance Implementation> :
o Integrate ¢lements of institutien-buitding and human resources development into as:.nsianco

programs and projecis, . .
. IPursue strengthened ties and coordination with miajor aid institutions.

Caveful preliminary assessments and evaluations will be neecessary wgmdmg assistance for
new investment projects.

m

In view of the development issues now confronting Mongolia, the sen.toml prioritics

for Japanese assistance will conccwahb be as follows.

Support for full-scale rehabilitation work in the energy sector, transportation and
communications, and other aveas of economic and social infrastructure. However, in the
cnergy sector, it will be necessary to evaluate the cconomic viability of projects for
rchabilitation - as compared to new green-ficld projects.  Additionally, in the
transportation and communications fields, it will be esseatial to place emphasis enthe
iniportance of cross-border passenger and cargo flows. New l:r'ﬂnsponalion pl‘ojec'ts.

should be cavefully evaluated from the viewpoint of economic and social demand.

Suppmt for the provision of edueation and health care ‘-CIVIC(‘S,ﬂnd the creation of social
safety nets for the poor. Though securing fiscal appropriations will be vntfd it wiltalso be
important to assist in sticamlining and boosting the efficiency of the systems for the

provision of social services. Also, it will be worthwhite to consider furnishing assistance to
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{1

the poor through the framework that has been set up for UNDP-led projects in poverty

alleviation.

Support for the mining and wvelated industrial scctors. Technical and  financial
participation by multinationals will be essential to developmient efforts in this particular
field. Pyiorities should be placed on the formulation of development policy frameivorks,

development studies and other forms of technical ooopcmllon, and financial assistance

“for infrastructure projects during the devolopmcnt stages.

Support for the livestock, erop-farming, and manufacturing sectors. It is advisable that
development programs in these areas be privately led. Accordingly, Jf\pdnesc offtcial
assistance should be focused in surveys and reseau‘h, policy formulation, institution-

building, technical cooperation, and intellectual support and personnel training

-programs for the dissemination of new technologics aud expertise. lonetheless, as steps

in poveriy alleviation, Japan should also consider providing technical and ﬁnancial

assistance to pmgmms for the constiuction of storage facilities, water wells, and

‘small-scale processing facilities for lnostocl\ and farm pmduco

In implementing assistance to Mongolia, Japan should pay altention to the

following three points. First, it is rccommended that all Japanese assistance projects and

programs include an institution-building or human resources development dimension,

whether thev are for technical cooperation, financial assistanee, or intellectual support.

Second, that Japanese assistance should be closely comdmatc-d with the IMI, World Bank,

ADEB, UNDP, and other major asaistance institutions. In this respect, Japan shauld actively

cooperate with and contitbute to the policy formulation efforté of theése institutions: ¢.g.,

through the Mongolia Assistance Group Meetings or' throvgh co-financing. Third, concerning

assistance for new investment projects, preliminary cost-benefit analysis and evaluation

should be carefully implemented in consideration of vapid change in the market structures

" and cconomic systems of Mongolia.

3.2 Key Scctoral Priorities for Assistance

The key sectoval priovities for assistance are listed below.

(1) Intellectual support for the formulation of economic policies and

institutions and administrative and fiscal reforms
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1 Formulation of economic and social development programs

2i Administrative and fiscal reforms and fiscal policies

3

Formulation of broadly defined industrial policies

i Restructuring of state-owned enterprises, including those in the banking sector

5: Macroeconomie policy (joint projects with the IMF and World Bank)

(2) Agriculture and Livestock

(Long-term assnstdnce)

(1
2

“h
i5)

iy

Y

15
g
i

Formulation of national agriculiural dovelopmcnt plans
Research on ways to replace traditional nomadic livestock grazing practices with
semi-nomadic approaches

(Medium-term assistanece)

~ Support for the creation of farm and livestock cooperatives

Construction of small-scale livestock processing facilities
Construction of ciop storagc faculntws
Support for enhancements in lnestock productlon techmques (e.g. support for

livestock research institutes)

- (Short-terin assistance)

Support for frameworks to supp]y improved sced strains (support l'or farms engaged
tn'sced production)

Improved veterinary :‘i.l.ld amimal hygien¢ services _
Support for fodder production (c.g., for capacity expansion at {feed-producing plants)

Repairs to mechanical water pumps in arcas of open-range grazing

(3) Economic Infrastructure {(transport and communicationa)

(Rail sector)

{n

Knhancements in rail transport capacity {through construction projcets, improved

repair facilities; technical cooperation, and personnel training)

2% Support for linkage to the Chinese rail network

{3

1)

h:

(Road sector)
Development of trucking routes through China (assistance for the planning, design,

and construction phases)

Technical cooperation and personnel teaining for the establishment of road

infrastruclure manage ment, development, and vepair frameworks

. (Aviation sector)

Work to upgrade local airports (particularly for the promotion of the tourism industry)
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(Telecommunications scetor}

Financial assistance {or rehabilitation aﬁd expansion of the MNaanbaatar
telecommunications network

Financial assistance for the imodernization and expansion of local
telecommunications networks _ .

Technical eocperation for personne! training, institution-building, blanning, and’
sectoral management ‘

(Postal service scctor)

Intcllectual sﬁpport and human resources development for the formulation of long-.
term postal sector development programs .

Provision of postal transport and delivery vehicles

(4) Mining and Manufacturing

(n
2)

W

4y

Technical cooperation for mineral-deposit explorat_idn and feasibility studies
Technical cooperation aimed at incorporating environmental considerations into
“mining and manufacturing development programs
[ntellcctﬁal Suppbrt and technical ceoperation for the modernization of p.r-oduclion
é.ystems in the manufacturing sector.
‘Technical cooperation and small-scale loan-based assistance for the development of

new consumer produets and markets

- (6) Energy

q))

@

3
“

Development of energy infrastructure (e.g., rehabilitation of existing infrastructure,

investments in modernization, development of new coal fields and sources of electric
powér, sweeping improvements in systems for the supply of steam heating)
Technical and financial assistance for the clectvification of, and supply of steam
heating to, rural districts (villages and towns) '

Personnel {raining and intellectual suppoit for sectoral management

Inteliectual support and technical cooperation for the formulation of sectoral -

development stirategies {¢.g., arrangement of investment projects, feasibility studies
for small-scale water-power genevation, strategies for diversified sourcing of petrolewm

products)

{6) Human Resgources Development

(1 Intelectual support for rebuilding the education system (including the formulation and

implementation of comprehensive human resource development programs and
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sector-based systematic training plans).

Support for the creation of mohile classrooms and distance education systems for the
childrea of herding famities.

Support for the construction and operation of elementary and secondary school
dormitories for the children of herding families.

Support for the development of new teaching materials.

Dispateh of teaching staft for higher education.

Support for teacher retraining. _

Support for the establishment of adult-education programsdesigned to improve skills
and experlisé (including the fields of finance and accounting).

Suppdrt for herdsnian education {for innovations in livestock technology).

Support forthe training of managers, administrators and engineers (training programs '

of various kinds, including those in Japan).

_' - (7) Social Infrasiructure (health care, employment, and poverty-alleviation

pPrograms)

(Health care)

oy

i

'rovision of health care equipment, materials, medicine, and means of transportalion
and communications’

Health cave staff and medically related technical cooperation

+ Support for the training of health cave personnel (e, instructional materi'als'.

cquipnient and facilities, training programs)
(l*)mplbymont and poverty ulleviutibn}

Support for poverly-alleviation projects (e.g., for small public works projects, small-

‘seale entrepreneurial veantures, and the activities of NGOs, including women's groups)
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I. The Development Outleok
1. Political and Economic Conditions in Mongolia
1.1 Current Political and Economic Conditions and Policy Issues

(1) Land and Resources _
Mongolia is distinguished by a set of political, coonomic, and social drcumstances
unknown to most other developing countries. It has an unusually low population density,
with 2.3 million citizens spread over a temitorial land area of 1.6 miltion square kilometers
{about four times the land area of Japan, or halfthe Si'i.e. of India). Inaddition, extreme local
environinental conditions pose exmptionél hardships for human subsistence as well as for
most industrial activities. For one, Mongelia’ is in a frvigid zone; the average monthly
temperature nationwide ranges below the freezing point from November to Marcb. As rainfall
- is limited, about thl_'cé-foua'ths of the entire country is in natwral grassland, and most of the
vest, in desert zones. Avable districts suited for crop farming arve located ih the north, and
amouit to no more than 1% of the country’s éntive Jand arca. Though part of Mong'o.lia is
mountainous, it is geographically limited inits cxploitable watér and forest resources, due to
a low average of precipitation natioriwide. Also, while it possesses relatively rvich deposits.of
copper, gold, molybdenum; and other minerals, ii is hafnpe:"ed by a poor domestic transport
infrastructure as well as the fact that it must haul such minerals over moxe than 100{1
kilonmeters through China or Russia siniply for access to ports for c\pcnt From an emnmmc
" standpoint, the costs and difficultics ofhanspmt alone make the extraction of such mmeml
resouress an ehaptlonally formidable wadertaking. These natural conditions are effectively
-mirrored in Mongolia’s history as a largely nomadicculture whe re niany of the activities of life
and subsistence vevolve amound - natural and extremely -extensive livestock grazing.
Furthermore, such natural conditions help expiai n serious gaps indevelopment p_otemial and

charactér that havé emerged in certain parts of the country.

(2) Politics -and Foreign Relations - j

Mongolia in modera times has bcen heav;l}, mﬂucnccd by (‘hma and Russia, thetwo
countries between which it is gcogmp]ncally sandw;ched. it achieved its independence only a
few years after the Russian Revolution, adopted a socialist cconomic systein modeled on the -
Soviet Union, and for nearly seven decades sought to impose its de'signs for a socialist state
in practically every politieal, economic, and social dimension of life. In fact, policies of

socialization were applied to grazing-one of the most difficult activities to collectivize. Even
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the livestock raised by the nomadic population were placed under state ownership. As Asian
members of COMECON (CMEA), Mongolia and Vietnam saw their econemies integrated into

Soviet/Fast Fuwropean frameworks for the international division of labor.

In the fate 1980s, when it was evident that the Soviets and Kast Kuropeans had
reached the brink of economie collapse, Mongolié's government decided to cmbark on a
‘program of reforms aimed at breaking the country out ofits own economic deadlock. Hewever,
‘Mongolia did not initiate any major moves towand political democratization or frce-market
coonomic liberalization until the early 1990s, after the Soviet Union had crumbled angd the
- COMECON framework had been dismantled. Nonetheless, the historical pattern of its
econontic transition coincided with that of the Soviet Union and its East European allies, and
" its strategies and po]icies for the process closely resembled the “shock therapy” approach

these countries employed.

“Since 1990, Moﬁgolia has been engaged in a process of institutional reform and
policy transmon that began with wevisions o its constitution and that mcludcd legislative
steps aimed at cwatmga patrliamentary democracy and a market ceonomy. The first stage of '
this process was put into effect by the ¢oalition that won control of the gover nmcnt in'the first
round of general elections. That cmhllon was headed up by the Marxist \1ongolmn Pcople's
Revoluwtionary Parly, the former cmmn_umst party which eventually became a parliamentary
democratic party. In 1992 the MPRI* won a 1ltajority inparliamentary clectionsand with that .

reinforced mandate, pushed ahead with the transition process,

‘Fhe second round of general elections, held in the summer of 1996, resulted in a
landslide victory for the Democratic Union Coalition, which was led by the opposmon the
Mongolian National Democratic Party and the Mongoh'_m Social Democratic l’arly. LUipon

_assuming power,  the coalition government immédialely instituted sweeping structuinl
reforms in the government apparatus as wellas a ntajor reshuffle in iinportnnt policy-making
poslé._ Though it will be éohx_e time before the new government's policy orientation comes into
clear focus, for the most part cxpectatiohs arc that it will puisue additional slcpé towanrd
_domocréliziﬁg the émtc apparatus and fosteiing headway in the formation of a zimrkc_t

cconomy together with the econtinued privatization of most cconomic activitios.
Mongo!m s policieson foreign relations have also shifted considerably in conjunction

mth the above-outlined structural transition. Some years prior to its bieakup, the Soviet

Union began withdrawing forcesit had stationed in Mongolia, efiectively bringing an end toa
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long-standing bilateral military alliance. From an international sceurity standpoinf,_
Mongolia has since pursued a policy aimed to balance its diplomatic ties with Russia, China,
and Western powers, including the U1.S. From a Northeast Asian security standpoint, Japan
and the 1S, have welcomed this shift in foreign policy, especially in view of Mongolia’s
geopolitical significance as a vast territorial buffer between Russia and China. Needles.s" to
say, Mongolia needs export markets as well as sources forimports of cssential goodsifitisto
make progiess in dei‘elcping its economy.:’l‘hat is why close coonomic ties with Russia and’
‘China are so vital. However, given the cutent cooromic realities in these cc-untrics,: i_t.would
appear that Mongolia for nosw has little recourse other than toseek cconomic assistance forits
efforts in structural transition, from intermational organizations and from Japan and other
leading industrial pewers. In fact, Mongolia for somne time to cone will'likely remain
dependent on such sources if it is to obtain essential capital, technologics; and developnient

assistance for future undertakings in its economic development.

{3} Current Economic Conditions _
Despite poor initial conditions and a set of formidable natural constraints, Mongolia
: posted a measurable degree of headway in its economic development during its 70-year span
" of socialism. Though traditionally focused in nomadic aclivities, the cconomy during this
' pen'dd witnessed the debut ot; a jm_mmlh:ctming_ sectdr fed by livestock products, a mining
industry 6xiéiltcd toward the extraction of copper and othcr_mineralé for export, and crop-
'_ based agricultural ventures run by large:scale cb!lectivesand_slatc farms in line with pelicies
_ for food self-sullicicncy. Urbanization procceded in the imeantime, resulting in 60% of the
entire pbpulation being wbanbased by early 1990, On top of that, the country achieved
-substantially advanced levels of primary education, health care, and other facets of social
‘welfare despite the difficultics posed by its vast geographical expainsiveness and the
traditions of its largely nomadic culture. By 1990, national litéracy reached 96%, and 90% of

the population had access {o public health care scrviceé. -

" In 1991, the Soviet Union broke up, and the COMECON framework was in tum

" taken apari. These developments inflicted three major blows on the Mongolian economy. _

The first came on the trade front. With the unraveling ol_' COMECON, Mongolia'lqst
most of its Soviet and East Kuropean markets for exports n.fits industrial goods. Notonly that,
but subsequent chaos in the Russian cconomy left Mongo‘lia with no major éxternal sourceé of
the intermediate goods oy capital goods it needed to sxuppiy its manufacturing base orurban

distribution sector. For Mongblia, these events translated intoa loss of external mavkets and
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anend to the benefits it had enjoyed wntil then on the basis of a set of institutionally favorable
terms of trade.

The sccond blow came in the avena of economic aid. During the secialist era,
Mongolia received virtually automy atic annual extensions of economic nssistanee on a scale
comparable to 30% of Mongolian GNP from the Soviet Union, in the form of grants and rable
loans. Though this aid dwindled sharply during the latter 19803, itdisappeared for good once
- the Soviet Union collapsed. Mongolia thus lost a vital sowree of cconomic suppoit for its

international batance of payments and fisecal budget.

The third blow peihaps should bé described as a drain of human resources. By some
estimates, as many as 100,000 Russian nationals resided in Mongolia prior to the Soviet
breakup. While most were military personnel or their dependents stationed at military bases
inside Mongoha, a significant fraction were technicians and managerial piofessionals
involved in the affairs of planning, building, or running certain sectors of the Mongolian
coonomy. For instance, between 5,000 and 6,000 Russian supervisors and ehginoering '
personnel were assigned to the Erdenet copper mining operation that had been set up as a
Soviet-Mongolian joint-venture. In addition, there were around 180 Russian sup'crvisoi's and
engincering personnel on {he. 1,200-employee work foree at the Central Energy Sys_tcﬁfs__
Ulaanbaatar Power Station No.. - i, Mongolia’s largest gcn'emling l'acility Though some
engoing joint-venlures count as excephonq tothe ulle the vast majority of Russian personnel
rcturied honte when the Soviet Union fell apari. 'l‘hls senoualy undermined the management .

and eperation of Mongolian projects in the mining and mﬁastructmc ﬁclds.

To be sure, the government's fast-track policies for structural transition also ha&.'e
had an impact. In cffécl., price deregulation, currency devaluation, financing of fiscal deficits
“through monctary expansion, and other factors together stoked an explosive upswing in
inflation. Forinstance, the G deflator reached 400% at one point in 1993. These cdmpound _
influences in turn triggered a cumulative downtrend in GDP, whichin 1994 bottomed out at
a level-20% below its 1990 peak. As a’ proportion of GDP, the contraction in Mongolian
econamie activity did not seem that large compared to trends in other COMIZCON covintries.
After all, a 20% dvop in GDP was farless serious than the -:10% plunge registered in Russia, .
and more or less on a par with the downswings experiencedin Poland, Hungary, or Rumania.
On the other hand, a clﬁscr look at the mmpo'nent's of the setback itself effectively highlight
just how serious the impact on the Mongo!ian cconomy has been. For one, due to shawp
-culbacks in imports of intermediate goods, machinery, parts, and other eapital goods for

maintenance and vepair puiposes, cal and electric power output fell to onsis lows, In
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addition, the nation's output of copper, not to mention that of wheat and other farm products,
dwindled for essentially the same reasons. On top of that, ¢xports of livestock and of
industrial goods derived from livestock by-products dropped not only as a result of shortages
of imported oil and machinery parts, but also in response to the less of export mavkets inthe
Soviet Union and aciross Easterh Ewope. Furthermore, the construction sector was dealt a
" devastating blow by sharp rellbacks in investment that had been largely funded thmugh.

Soviet budgetary support.

In theend, elements of economicand social service h\frasti'u(_:tui-e in the urban sector
were heavily impacted. Unemployment and poverly spread in parallel with a trend of_
hyperinflation, édding to the burden of hardship faced by the average citizen. Nonctheless,

“thanks to its stiongly self-suflicient nomadic cultural teadition, Meongolian socicty was
“buffercd to some extent from the full, adverse impact of the country’s sudden econoinic.decl_iﬁc.
The shock of coonomic trangition itself prompted a reversal in the population’s until-then
sust'aihed urbanization trend, as éity-dwcllers pa:cked up and returned to the nomadic life in
search of stable work. Acording to statistics for the five-year span from 1990 to 1995,
employment shrank by 100,000 workeérs in the manufacturing sédtor but grew by a
dorresponding '90,'0_00 in the livestock and crop favming sectors. Still, worsening fiscal straits
brought on by the economic transition have had a négative impact on life, even for nembers
‘of Mongolian society who have followed a largely self-sufficient nomadie tradition, in the form
of cutbacks in government outlays for cducation, health care, and other public services.
* . According ta the Mongolian government and the World Bank, cconomie detevioration boosted
the number 6f poor people, induding uncmployed ﬁ’Orkb»s, houscholds with a female head
. and nomads in possession of few livestock. As a result, by the middle of 1994 this group

accounted for more than a quarter of the entire population.

_In the meantinte, various laws weére amended and new laws cs’tabli_sh_ed m an effort

to lay the groundwork for the '_ootnmy’s transition. The first stage of that undertaking

'registered a certain measuve of suiccess. The legal f raiuc\#’_ork for a par]ialiwntary democracy
“was put into place, beginning with the introduction of a new constitution. Parliamentary
.eloctions‘(:f'or scats in the State Great Khural) were held on two occasions, with the reins of

. government shifting smoothly from the rulingto oppo's.iti'on parties. The governmeni aetively
engaged itselfinthe task of readying thelegal system for the transition io a market cconomy.
In addition, it adopted a voucher formula for privatization of state-owned companies madeled
on the East European approach, and completed the fivst stage of the privatiza'lion process on

that basis. In 1995, the private sector accounted for fully 6G0% of the country’s entire industrial
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output; on top of that, mowe than 40% of all public sector assets were transferred to the
private sector. By 1992, privatization had spread to nearly 100% of all ventures in the
livesteck and agricuitural scctors, 40% in manufacturing, 6G0% in the commercial and external
trade sectors, and 35% in services. The power and water utilities, heating fuel suppliers,
railways, communications services, and - other essential infrastructure-centered  public
enterprises were excluded from the privatization process, along with operations in coal and
copper mining by the Evdenct joint-venture with Russia. In the finanecial sector, lwo banks out

of four were privatized.

The three carlier-described blows to the Mongolian economy, along with the
slowdown and various other sfrains stemming from the transition phase, prompted the
government to pursue a number of strategies tostabilize the economy. Inveturn, by 1994 the

-economy had largely steadied and had begun to show signs that it was headed into a renewed
upswing. As one outcome of negotiations with the International Monetary Fund (IMF) and
other international organizations, Mongolia adopted an austerity package of sharp budget
cuts and also shifted toa iight moﬁctéry policy. In the mea:ntime, dapan, the World Bank, the
ADB, the U..S., Gernm’ﬁg the IMF, and other membess of the Mongolian Assistance Group

* decided to supply a huge package of emcrgoxicy aid and other forms of funding in the ihterést :
of helping the country case ils bal.a nce of payments position and bud got dif'ﬁ_@:u_ltios,
smlppartiu;g' ils measures iﬁ cconomic stabilization, zmd ﬁnancfng emergency repairs inthose

aveas of energy infrasiructure essential todaily life. Alltold, these steps enabled Mongoliato

tame funaway inflation that at one point had climbed as high as {00%.

Though real GDP had been on a downtrend sinée 1991, it grew 2.3% in 1994, and
then accelerated to 6.4% the following year. This turnaround is largely attributable to
cotiibutions fmm the export-orviented textile industry, the commercial and other seivice
industries, and to gold output, which demonstrated rencwed groxw'lh following the t'ransilion
to a market cconomy. The recovery itself, however, has yet to réachinto all industrial sectors,

oxcept for the livestock séctor.

(4) The Outlook for Economic and Social Dev.elop ment

The stabilization measures prompted 'by the transition process have shown some
measure of effectiveness. Accordingly, stabilization has now all but lost its importance as the
primavy policy objective. Structural reforms along with cconomie recovery and expansion will
be the chief hurdies for Mongolia over the next few years. However, several factors suggest a

firm vecovery and fast expansion will remain eut of reach for some time to come.
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First, as a member of the Soviet Unienand the COMECON economicbloc up to 1991,
Mongolia enjoyed several economic advantages in terms of trade and aid. Largely for that
reason, it achieved compavatively intensive levels of cconomic activity and advanced
standards of living and social welfare that otherwise would not have been possible with its -
own natural resources, natural condilions, and human resources alone. Now that those
artificial advantages have been swept away, the country has found that restoringits economy
to 1990 levels will not be an easy task. In fact, by some predictions, that goal will :'li'kely

demand substantial policy commitments and several more years of hard work, -

_ Secend, within the altered international economic environment, Mengolia faces the
task of establishing a new set of foreign trade and investment ties and scarching out new
fields where itis capable ofcommanding a comparative advantage. Some of the investments
and development undeﬂakings it pwsued along the industrialization path laid out by the
COMECON framework for intraregional speéiali&ﬁibrm have proven economically pointless in
terms of current international price structures. However, in view of its formidable ﬁatura!'
climate, and especially its severe transport-related disadvantages as a vast inland dountry
with no seaports of its own,: Mongolia will not find it that easy to cultivate new, growth.led -
sectors endowed with (ﬁnlpaiﬁtim advantages-in the international r.nark'etpl_aoe. What is
more, though Russia stands out as potentially the most important market for Mongolian
exports, Russia is itself caught up .in its own coonomic transition, a process that has bcén
accompanied by serious economic \\'cakncss and turmoil. Another problem inthisareaisthat

* economic ties with China have been cool at best sirice the two countrics broke'off relations in

the 1950s. These factoss have hampered Mongolia's quest ig capitalize on its rich reserves of

mineral resources.

- At this point, the long-term outlook for Mongolia’s ceononiic development remains
s;omewh-at' obscure. That is priniaﬁly beeause the country has yet to pursue the studies and
policy debates essential to the formation of visions or development strategies for the
advancement of the economy as a whole and of its productive sectors within the newly
emergent economic climate. To be sure, livcsfock, manufacturing, mining, and commerce and
other service industries all count as industries with sufficient levelsoflatent growth pnfential.
The picturesque Mongolian landscape has already been used as a tourist resource, and much
potential exists. Translating that potential into actual growth and prosperity, however, will
demand that the Moengolian government cra&_supportive industrial policies and cultivate a
market cconomy climate that allows for the effective function of the corporate sector, whié.h,

after all, should play a leading vole in the industrial development process. Needless to say,
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these are not tasks that can be accomplished in a short period of time.
Given this state of affaivs, it would appear that Mongelia should pursuve the

following development priorities for the time being, that is, up to the year 2000,

" First, priority should be placed on a full-scale drive to restore and repair vital-
blomente of coonomic and social infrastructure. In the course of its economic transition,
Mongoln witnessed an infrastructural deterioration of crisis proportions in its mass-transit
~and transport systems, as well as inits systems for the supply of coal, electric power, thermal -
power, and other encrgy forms to industrial and household consumers. To forestall further -
deteﬁomlion priority has been placed on investments in emergency vepair and renovation
work forscveral years now. However, it is COnSld(‘l'(’d cssential that the counhyconunuc with
this drive in- infrastiuctural renevation for se\eml more years, Infrastiuctural supply
pipelines for energy and material goods are essenlial not only for cconomic activity, but-ina
ommt:y with a natural chmatc as harsh as Mongolia’s—also for life itself, especially in ‘the

urban dlSll‘lCtH

A sccond -paicrity will. be focused in ms'toring'thc productive capacity of the
manufacturing. mining, and crop-producing agncu!lmal sectors. Some industries in these_ .
sectors have lost their economic viability within the new coonomic ‘milieu, and as such, it '
would basically be pointless to invest seriously in lhcn restoration now. Yet, except for some
that were never cconomically viable in the fivst place, there are others that have seen their
oulpul tumble or languish simply because they lacked raw m-ltermls or other mtcnmedlate

inpuls, or hccd shortages ofnmportcd parts or other capital goods

" Third will be sweeping efforts to rost_r{tctm'c the corporate organizations and
institutions that have a supporting role to play in terms of economie or social infrastructure
and productive capacity. The initial, voucher-based formuta for the pnivatization of many
state enteiprises has essentially run its course. The next phase will involve a miore difficult
.1pp:mch liquidation of state enterprises in 1 the capital mmkets Inthis second phase, it will
be necessary to cither restructure the remaining public sector enter pnses so they canoperate
p:{)ﬁmbly' within the new economic environment, 0:1;. barring that, liquidate thenm outvight.
Efforts in restructuring will involve the difficult task of introducing new accounting standards,
mandating sound imancial management practiceé, and writing off chains of inter-business
bad debt. Restructuring drives will be especially erucialin the banking sector, which has been
left holdinga massive bu rdenofbad debt on loans made to state enterprises that essentially

have no economie futurve,
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Acside from the issue of restructuring the remaining state enterprises, the task of
cultivating new ventures in livestock, manufacturing, crop farming. the service industries, and
other productive sectors is a process that should be left to the initiative of the private sector.
The government should for its part concentrate its prioritics on the task of laying thé
necessary legal aind policy frameworks and providing various support services (c.g..‘ evedit for
farniess and herders, as well as small businesses, veterinary serviees, programs aimed at

fostering the use of new technologies, and so lorth).

A fourth priorily area has to do with the budgetary deterioration that accompanied
the transition process. To case its fiscal strains, Mongolia to date has followed a strategy that
places emphasis priﬁmrily on reducing fiscal expenditures. That strategy was adopted fora
number of reasons: fm‘. one, because it was considered too difﬁcuit in the short term for the
country to cffectively booét its mvcnucs't_hmugh an enhanced tax collect ion effort, and for

another, because emphasis had been placed on macroeconomic stabilization.

However, one by-product of this approach was that the government had to cut
spending on education, health care, aﬁd other social ser'vicbs. Furthermore, the privatization
of the negdel (élg}'iCLd_turﬂl_ and livestock -farming crjoperat‘ives)' meant that conswimcers
themselves had to Bogin footing the bill for the‘socinl and welfare-oriented public services
these collective production units formerly furnished for free. Inthe meantime, the ranks of the
unemployed énd_povert)"-'slrickcn climbed intandeni with headway in the transition process.
Increases in t:he n]unl\b(:r of children who do not atténd ‘school, terthcr with a general decline
in educational quality, also count among the leéacics of the government‘é austerity policy.
'Acmxdihgly. for the next several years, it seems imperative that priority be shifted to the
creation of social safely nets for the poor, and to programs in povaity alleviation, education,
health care, and other aveas that will have a significant influence on life for citizens now and
far into the future. It will also be necessary for the government to place stress on the
formulation of essential policies for these programs, as well as onmeasures aimed at securing
" the budgetary resources needed toput them intoeffect. In the pn‘oceés. though, it willalso face -
" the necessity of s(mémlining and in other ways boosting the operational efficiency of its

* frameworks and systems for the provision of social services in gencral.
A fifth priority-in this case one relevant te macrocconomic policy-should probably he

placed on fiscal restructuring. in line with the framework for macweconomic management

formulated thiough discussions between Mongolia, the IMI and the World Bank. As noted
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carlier, economic stabilization has essentially been the primary objective of fiscal policy up to
now, and to that end, budgetary cuts have been the chiel modus eperandi for the
: acmmp]ishment. of that objective. However, this approach has cut public services and the
functions of governmeat to the bone. Consequently, in the years ahead, policy priorities must
be shifted toward measwres aimed at boosling fiscal vevenues as well as rationalizing

budgetary expenditures to improve efficiency.
1.2 .Mongolia"s Ecoenomy and Development Plans

(1) External Shock: the Soviet Collapse
From 1980 to 1990, r¢al GDP growth in Mongolia averaged a respectable 6.2% per
annum. With the start of the 1990s, however, the country entered a difficult new phase

‘prompted by an external blow: the collapse of the Soviet Union.!

In structural terms, the Mongolian coonomy was heavily dependent on the former

~ Soviet Union up to the end of the 1980s. As a country inlegréted into the old COMECON
feamework for the intérnatiohél division of l_abor,. Mohgo_lia did abdil_l 85% of all its foreign

- trade with the Soviet Union alone, exp'orting copper and 6th<§r mineral resources along with
wool and leather products in veturn for impoits of machinery, machine parts, and energy
vesources (the country depended entirely on the Soviet Union fof dil imports) On !o.p‘o'fthis '
nucchonsofSovmt aid amounted to more than 10% of\{ongolms net malmnl pmduct In fact,
practically all major engineered structures and other key components ofmfmstmclure now
operational in \Tongoln were completed with the help of Soviet or East humpcan aid. Even
the new: mdustnai center of Darkhan is widely recognized as an achievement backed by
Soviet-led aid. Given this rélationship ol'dependenco,- the Mongelian cconomy was effectively

shaken to its very foundations onée the Soviet Union finally erumbled.?

From 1991 through 1993, real GDP traced a net decline averaging around 9.0% year
on year. In fact, per-'capit'a GDP also continued to shrink in the process. However, in 1994, the
I'orm.cr reversed course and began rising ztgafn: to 2.3% that yearand on up to 6.3% in i99.5. :
l’cli‘-capita GDP followed suit, charting growth of 1.0% in 1994 and then 4.6% the ensuing

year,

Undess atherwise indicated, the 1991, 1993, and 100G ¢ditions of Mongolian Keonomy and Society (published I
the State Sratistical Office of Mongolia) ase the seurces for the statistical diga here and below, Also, in this paper,
these sources are referred to generically as ~t.m~lw~. vearbooks.”

2 8ce Bayar, 8 . L {1995).
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These figures suggest that the Mongolian cconomy has moie or less absorbed the
impact of the Soviet collapse and is now leveling off: However, as will be explained later on,
this emerging phase of calm is on extremely precavious ground, and Mongolia still faces the

task of placing its economy firmly on a fresh growth course.

(2) Internal Shock: the Transition to a Market Economy
In addition to the external factors behind the new stage of difficulty it faced with the '

stait of the 1990s, Mongolia was also hit by certain developments at home. In 1990, the

- country became a parliamentary democracy and embarked onits transition from a planned to
- a market economy (including the privatization of state-owned enterprises). Needless to say,

this structural transition thrust Mongolia into a phase of cconomie upheaval? -

Araund 1989 and 1990, state assets in Mongolia had an appraised value totaling
about 50 billion tigrog (T'g). The government decided to privatize about 44% of that total
(Tg22.0 billion), and to that end, adopted the “voucher-system” introduced by East European

countries issuing all citizens one voucher, each with a face value of Tg10,000.

* Bach of (hcsc Tgl0,000 vouchers incorporated a pink coupon worth Tg3,000 and a
. _blue coupon worth Tg7,000. The former was for purchases of capital assets held by small
businesses, and could be exchanged for cash. l'!‘ he latter was for purchases of assets inlavge
commercial enterprises by private citizens. A securities exchan gewas set uﬁ forthe tradingin
blue couﬁons,: and functioned as a primary market in that respect, thus facilitating the
transfer of corporate ownership into private hands. The initial stage of privatization involved

a process that saw pink coupons issued first, followed by the issue of blue coupons..

As a result of these measues, by 1995 about 90% of the covntiy's 28.57 million
head of livéstoqk were back in private imnds. along with almost all éenterprises in the
commercial sector (5,114 companies, including 184 that were fonn(_:rly' statc-owned, plus
another 200 orso imd_ef government control). Mongolia now has a secondary market secritics
‘up and running, and has moved into the second slage of privatization in a bid to heightenthe -

ratio 6fpublic sector privatization.

*or additional discussion on coonomics i transition, see Kuribayishi, Sumio (1996).
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(3) Structural Changes in the Demand Side

Mongolian statistics express GDP demand struéture purely in terms of consumption,
total capital formation, and net exports, with columns for statistical discrepancy. In 1995, the
_ statisl'i_cul discrepancy measured -15.8% relative to GDP, a seale that largely undermines the
analytical ﬁsefulncss of such data. lgnoring that drawback for the moment, here we shall

examine the figuves for trends in consumption, investment, and net exports.

1) Consumption .
Though it dipped sharply d.uring the peried from 19920 to 1992, consumption turned

around and posted a year-on-year gain of 6.7% in 1995,

2) Investment _
Investment also fell shaiply during the 1990 to 1992 peried, and continued to

“Janguish thereafter. In 1995, it registered a setback of 14.7% on the year before.

3) Net Exports _

In 1991, the vatio of net exports to GDP stood at:-22.9%. From that point; the
negative mavgin began to shrink, and in 1995 was replﬁccd by a ra_tflo.ofﬁ.!)%. in the positive
range. It is instructive to view. this in terms of trends in"total_ trade volume. Reflecting the
turbulent changes at home and abroad, in 1991 total exports fell by halftheir levelon the year
before, and continued to languish for some time. In 1995, however, such factors as therising
price of copper,: a principal export, coupled with expanded exports of 'gol_d, helped Mongolia
‘post a i'ene\yod export recovery, on the order of $511.6 million. Though i.mpm'ts contracted by
an oven lavger margin than cexports, in 1995 the total was up somewhat, weighing in’ at .
£385.7 million. Thraugh sustained ‘government efforts to rein in imports and achieve a
kealthier balance of payments posit ion, Mongolia closed 1995 with a trade surplus of $122.9

niillion.

In 1990, the Mongolian cconomy was dependent on expoits for 33.7% of total
d(jma'nd, and on impbrts for 17.1% of total suﬁply: both rather high percentages (as ratios
*relative to GIIP, here and below). What is more, by 1995 these levels had actually risen: to
GL1% and 18.7%, néspcc_tively. In other woris, the Mohgolién'economy has assumed a

strongly trade-dependent nature.

4y Demand-side 1ssues

I'rom the above analysis, it would appear that consumptionand exports ave the key
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sectors of macroeconomic demand now driving the steadying course inthe economy. lneffect,
Mongolia faces the task of adding new momentum-that is, by boosting investmrent and lifting
the capital utilization rate-if it intends to guide its economy into a renewed phase of strong

. growth.?
"(4) Structural Changes in the Supp]y.Side
1) Changes in Industrial Structure

i)} Industry and Agriculiure (l,ivosto_ck':and Crop Farming)

"~ In 1990, the industrial sector accounted for 35.6% of the country’s GDP. Sincethen,
though, that share has followed a downtrend that placed it at 28.8% in 1995. What is more,
i 1995, industrial GDP grew by only halfa percentage point in real ternis from a year carlier.
Among the sector'’s principal products, in volume terms, copper concentrate was up 0.9%,
" electric power shipped back 3.3%, processed meai demonstrated no chaalge, and cashmere

products registered a steep gain of 81.3%.

By oomp_ariéon, the agricullural sector saw its share of GDP climb from 1_5.2% in
IQQD to 36.7% in 1995. Indeed, its GDP contribution widened 6.0% yearonyearin 1995 alone,
a pace substantially strongerthan that registered by the industrial scetor. As volume figures
for the ‘principal product categories reveal, in share terms wheat output in 95 was
eszentially unchanged on its 1990 level of 43.0%, whcit-as that for the five key livestock
categories combined was up 10.5% from its 1990 level, effectively .highiighting a paktern of
decline in the crop farming subsector and a heightened level of activity in the livestock
subsector. However, as will be discussed ina later chapter, the livestock sector as a whole has
been hit by a complicated array of formidable problems ranging from'a downtread in fodder
output to the difficultics herders have had in liquidating raw niatc-rial_s surpluses stemming

from business slowdowns in the urban leather-goods and knitting industrics.

R _‘\cg‘oi‘di:{g  Ruribayashi; thid, nole 3, the macrocennomic produciion function ﬁ)l‘IMunguli.’! is ealeadated as
follows, where Y is G Ais aconstant vilue: Lois Labor; 1605 eapital stock; o and are l“pI'L‘S.\iI(InH of
chisticity velative to elements of Y1 T s the time trend; and 7 s the time trend coefticient. Pigures in
p:ll'u.nthc.k-os are tvalues. : . o
lav= 3061 + 0¥Glal. + O52iak -_O.Illl'l' He=0900, HW =201}

{G.HN) (}.263) 9.901) {-0.5:330) a+ 3 .=05%
For example, tesustain a G ginvth rate of 50704, it follows {l’m‘t the vatue for capital stock; K musl incvease Ty a

factor of 0% for cvery 1O% increase in labor, L
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-2+ Construction, Transport, Communications, and ‘I'rade and Material Technical Pravision
All of these sectovs account for a declining shave of GDE. In 1995, their shares were
as follows: construction, 2.2%; transport, 3.5%; communications, 1.1%; and tvade and

niaterial technical provision, 13.5%.

13" Bervices and Other Scctors
- Fluctuating trends have clouded the share of GDP attributable to services and

- “other sectors.” In 1995, they accounted for 11.8% and 2.3%, respectively.

. 2} Changes in Employment Structure N

_ Changes in employment structure closely parallel the patterns of change that have
been detected inindustrial structure. For instance, comparing figures for 1990 and 1995, the
industrial sector’s share of total employment slipped from 16.8% to 13.6%, whereas the
corresponding share attributable to agviculture went up from 33.0% to 44.6%. Also, though
the oonstiiction, tfansporﬁ, and comniunicﬁlions seetors all registered declines, trade and

material technical provision, services and “other scetors” more or less held their ground.

3) Supply-Side Issues _ : _
On the supply side, though gains have beén achiéi‘cd in the livestock sector, other |

sectors have expéricnc‘ed setbacks. One uptrend insupply has been set by relatively informal
ségm‘ne_nts of the tertiary industrial sector (such as "vendors” who buy goods in China, South
Korea and other couhtries.) The fivestock sector has sustained its growth i:-y assimilating
sﬁrplus tabor, anrd in so doing, it is to be credited for averting shoitages in the food supply.
While the ul;cmploymcnt rate accordingly fell from 7.5% in 1994 to 4.5% in 1995, around
80,000 people were still out of work, a relatively large number that will not be that easy to
accommodate. Another point to consider is that agriculture’s expanding share of supply and
imdustry’s diminishing share are at odds'with the usual pattern of development, something
that suggests additional steps to spur growth are nceded in the non-livestock sectors.
Incidentally, l:ﬁbofproductivityin the industrial sector is around 2.57 times higherthan itis

in the agricultural sector.

» Assuming dabor growth in aparticelar scctui‘ is ideatical to the average for the entire Laber force, it shauld be
possibile tnoblain ageneral pictuee of the abor Tows amony different seetors by foeusing on actual deviations
from the average. Hy the weite™s s estimates, between 1990 and 1993, 25, 100 workers oft the industeial sector,
27100 left construction: ‘éﬂ,fl)(! lefe transpert and comamunications, and 11500 eft other scetors, for atolal of
101,300 1n the micantime, Fhe agricultural sector :1.~:.\'imi!:|(ed 91,500 workers, nnd the teade and matevial techpical

provision sector, another 9,000,
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(5) Changesa in Trade Structure
Lxpoit product structure strongly reflects industiial structuve. Thevefore, from a
development strategy perspective, it is always imperative to have an accurate understanding

of export structure when examining a country’s heavy dependence on trade.
1} Changes in Trading Partners

+1° Exports _

In 1990, 78.3% of all Mongolian exports were destined for the former Soviet Union;
Crzechoslovakia and Bulgén-ia accounted foronly a fow percent, By 1995, though, the situation
had changed significantly. In descending order, Japan that year accounted for 18.7% of
Mongolian exports, followed by Kazakhstan at 15.2%, Chinaat 1.4.3%, Swilzerland at 13.2%,
_and Russia at 13.1%. Although there is a statistical discomformity problem caused by the
collapse of the Soviet Union, this nonctheless indicates that Russia’s share was down

dramatically.

‘2 Tmporls _

The former Soviet Union accounted for 77.4% of all imports flowinginto Mongoliain
1990. By comparison, Kast Germany, Czecﬁoslox‘akia,-azud Chinza each contributed onlya fow -
perceat. in 1995, Rnssia‘ held top shave at 52.0%, followed by Japan at 11.4% and Chinaat
10.1%. Thouvgh Russia’s share has fallen somewhat, it still measures over half the total,

- effectively highlighting a continued Mongolian steucture of dependence on Russian imports.

+3t Trade Value

In value terms, the former Sovict Union accounted for an overwhelming 77.8% share
of the total in trade with Mongotia in 1990. li1_1995, Russia was topranked at 29.9%,
followed by Japan at 15.6%, China at 12.5%, and Kazakhslan at 8.7%.

2) Changes in Composition of Trade

1 {sxporls .

Mongolian expoﬂs_'mﬁ be mnghly classified into the fdllmving: copper and
maolybdenum coneentrate, fluorspar, coal, coment, and other ;'n'imm"y mineral products; wool,
cashmere, and products thercof: and assorted leather goods, meat, and livestock.

One noteworthy point is that 1995 volume indices for most of these products

registered negative growth yearon year. For instance, while copper concentrale accounted for
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38% of total export vatlucin 1994, Mongolia exported 135,000 tons in 1995, which amounted

to a year-on-year decline of 3%.¢

In other words, as Mongolian governnient officials also have poi ntcc_l out, the 1995
gain inexport value was itself largely one outcome of a spiral ininternational prices for certain
merchandise exports. Trends inthe price of copper are instructive in this respect. Though the
price (in cents) of a pound of copper on the London Metal Exchange went down from 87.9 to
72.0 between 1921 and 1993, thereafterit reversed course and headed up, veaching a level of
102 by 19955

i2: Imports

The key mewchandise imports for Mongolia. include transport vehicles, household
appliances, petroleum, chemical fertilizer, building :hatct’ials, paper, geaing, and vegetable
produce. {n 1995, the country registered year-on-year increases in practically all these
categories. [n volume terms (with 1990 as the base year =100), imports of buses reached a
levelof 132.9; cars, 1,128.3; sikk. 815.8; and fef: igervators, 220.0. Most otherimport (‘alegon ies,

however, had yet even to recover to their 1990 levels.

(6) Inflation, Flscal and Monetary Policy, and the Exchange Rate

Between 1990 and 1993, Mongolia experienced spiraling inflation on the order ofa
100% to 260% increase in the GDP deflator yearon year. This was one macrocconomic feature
of the transition mocess, brought on in part by the collapse of the Soviet Union and a
consequent shrinkage in the scale of trade, which expressed itself on the supply sidein the
form of shortages of oil and other energy resowces, as well as machinery pa rts.® Since then,
the country has been Iargely successful in bringing inflation back under control; in 1995, the

GDP deflater measured a much lower 29.9%.

Accepting the IMIY conditionslitics, the Mongolian government duving this period .
followed a set ofpolicies aimed at reining ininflation throughcutsin ﬁSinoullayé} Asaratio.
of {nl)l’ fiscal expendituies measured 17.2% in 1991 and 26.1% the following year. After '

léveling off, in 1995 they amounted to37.8% of GDI. For comparison, the fiscal deficit (as a

SWorld 14k ('I!k-'.lﬁh). p".'%f;;'i
T IAME (1996), p. S8

* etroleonr imports Eonsist OF diesel fuch, gasoline, fuel o, and oil-based fubiricants, In 19035, those imports
retated BEAS00 metric fons, a figure equivalent ts only $9.6% of the amount Mongolin Dmported ia TEH{TRIS0
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ratio of GDP, with revenues including grants) measuved 1.2% in 1995, down from 12.9% in
1991.

_ On the other hand, virtually no significant changes wetﬁ witnessed in the structure
of fiscal vevenue. Though the share of the corporate tax in total government revenue held
steady at 37%, the government collected almost nd tax revenue on individual incomes. The
expenditure front, however, witnessed a relatively sweeping structural shakeup. In particular,
the G.1% share of expenditure that went to the manufacturing, mnstmcthh, and mining
~ sectors in 1991 had dwindled to 0.0% by 1995. In addition, the corvespoending share allocated

to the transportation and communications sectors slipped from 1.6% to 2.4%.

Though these changes in onc respect clearly derive from cutbacks in outlays to
former state-owied enterprises, it should be remembered that the program of fiscal austerity
also created a variely of distortions: economic as well as social. For instance, though
education accounted for 22.9% of total e\pendzlumq in 1990, its share w eighed in at 15.8% in

" 1995.-This deterioration in the educational environment was further ﬂgglavatcd b_y teachers’
' btl}’\C’S steniming fmm wage dlsoontent Additionally, cuts in contr al goveimmeint subsidies
h:l\e drastically undemuned the scale of spendingat the local gmc:mneut level (I’wm 18.8%
to 12.5% in terms of GDP). Largely for this reason, conditions of poverty shll persist inrural

commumtnes, another fact that un(!c'rlmcs the urgency of fiscal reform.

Marshallian &, or the ratio of M2 1o GDP, is ene uscful yardstick of monetary trends.
Though this ratio stood at 53% in 1990, by 1995 it had fallen to a level of 26%. Inflation is, of
course, coscly tied to increases in the money supply. As one step in macrecconomic
stabilization, Mongolia sought to hold. the money supply constant, a policy that scems to have
been highly effective in taming inflation. Despite the suoess in curbing inflation, though,
these policiesalso created some problems in the financial sector, whichsaw ult.rahigh interest
rates (_m"om'ld 30% in real terms if the .Gl)l’ deflator is used). This, in conjunction with the
earlier-cited cuts in budgetary subsidies, deall a sevious blow to the management of former
- state ‘cntclprisos aheady saddled with debt burdens inherited from their pre-privatization

days. Debt velief for these businesses has thus emergéd as yet another pressing challenge.
Assistance from industiial nations and international financial institutions will be

discussed in a later chapter, along with the tepic of private-sector lodins. In 1994, Mongolia's

long-term debt measured 18.7% ofits GDY. For compavison, IMI credit measured 1.5%, and
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short-term debt, 1.8%.7 Mongolia’s debt to Russia from the socialist eva amounts to 10.6
hillion transfeeable vubles, and Russia has demanded its repayment at a ruble-dolar
cxchange rate of one-to-ene, Viewed from the nature of the assistance which gave rise to the
accumulated debt, qiwslions remain as to what exchange rate should be used in the
caleulation, as do doubts about Mongolia’s ability to repay the debt. Nevertheless, it is not
~ conceivable that even Russia could solve this problem swiftly, and both countries have agreed

" to defor the issue for the time being.

“The collapse of the Soviet Union severely undermined the foundations for
: transferable rubles. Fhis in twn forced Mongolia to devalue its own currency, the togig,
which .until that peint had been linked to the ruble. Trading at avound Tg5.3 to the U.S. dollar
in 1990, the togrig, thereafter continued to soﬂen. and was eventually altowed to float in 1993,
By 1995, it traded at Tg190 to the dollar. Yet even at this exchange rate, the lﬁguﬁg was
actually considered overvalued, for real inflation at the time was running close to 36% in
Mongolia. However, as a result of September 1996 hikes in fees for electricity and other public
utility services, the currency was trading around T'g720 to the dollar as of November 1096,

- (7) Development Strategy Priorities :

1) Long-term National Development Plans

Under the hdnﬁinislmtion that stepped down in June 1996, the former National
Development Board had been leading efforts to pint together a tong-leym national economic
~development program. ‘That program comprised thvee developmental stages, as outlined

below.

(A transitional stage from 1996 to 2000, involving steps towards macrocconomic stability
and averting an economic erisis, placing priority on infrastructure projects (GDP growth

tavget of 1%).

2 A preparatoy stage from 2000 to 2019, to position the mu‘nhy.for its econoiic take-off,

Stcps to update industrial technologies given top priovity (GDP growth target of 6%).

-3'_ An coonomic boom stage, fn_alii' 2010 to 2020, during which the goal will be to achieve a

mote advanced economic and indusirial structure and establish the foundations for solf-

*hid. nito &

= National Developmient Boavd, Government of Mongolin (1996).



sustained cconomic growth (GDI® growth target of 8% to 10%).

The following sectors were expected to scive as engines of growth duning the first
stage: agriculture and lvestock, infrastructure projects (especially for improved rail access to
mining sites), export industrics (incuding the manufacturing sector), and - tourisi.
Furtheymore, the wealth accumulated by these sectors was to be mobilized for the
development of other industrial sectors. Mining, livestack processing, and biotechnology were

among the fields cited as candidates for the cultivation of new industries. _

. Mongolia has pastoral assets considered capable of sustaining a ceiling of around 30
million head: oflives.tock. Plans thus called for holding pastoral development within this level
and striving for efficiency gains in utilization per head of livestock. In view of the countiy's
cciling potential yield of arcund 500,800 tons of wheat, the government also felt that. self-
- sufficiency constituted yet another serious challenge. The basic position here was that instead
of expanding cultivable acreage, the country would be better off fostering the use ofirrigation
tool.s and techniques as a means .of boosting yields. On the issue of infrastructure
development, planners took therpdsition that steps to lure ﬁlorc foreign investment, harness
the b'\lild@p'ei'a.te-t.ransfer approach'- and establish free trade zones should be promoted,
gu."n the outlook for relatively mmgmﬁca nt growth in domestlc sawngb through the

foneseeable future

2) Economic Policics ofthe New Administr ation

As the foregoing illustrates, {he previous adnnmstrahon had put together a
" development strategy contered on the notion of developing Mongolia's résource industries with
foreign investment. Under the new, nppo'silion-lcd administration that has since taken OlfﬁCO,
the outlook for this long-term program is now up in the air. As of this writing, the new
administration had yet to unwveil any distinctive long-term development strategy of its owil.
However, in August 1996 it did announce a nine-point agenclh for veform as follows, thus

effectively providing a rough profile of its economic policy orientation.t!

“ (1) Emergency Budget Cutbacks and Hikes in the Cost of Living.
In view of the outlook for revenue shortfalls decper than initially forccast, the new
government decided to enact sweeping budget cuts in a number of arcas, including social

security, publicservices, and pension funds, Asit happené, electricity-, hbatingr. and dil-pricc

SEUNBP (196).
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freczes imposed by the previous administration over a two-year span spwived deteriorating
Ainancial conditions and business diflicallics in these sectors. To compensate, the new
- government decided to introduce a set of steep fee hikes (increases from 30% to' 60% were put

into effect Sept. 1, 1996).

"i2) Reforms in the Banking and Financial Sectors
The deteriorating health of Mongolia’s banking scctor is expected to veach crisis
“proportions. Accordingly, the Bank of Mongolia {central bank) has been given a stronger hand

‘in the management of the couniry's commercial banks.

i3 Piscal Reform
Smaller government and a reduction in the tax rate {to 30%) were two of the election
g p]edges_ made by the incoming administration. To fulfill those pledges, it plans to pursue

fiscal reforms and move ahead with revisions to the civil law.

4 Poverty Alleviation
The new goverdment also has plans to find the causes of poverty, study the curvent

conditions, and then formulate and implement new projects in poverty alleviation. -

5} Privatization

A new privatization schedule has been announced. Practically all enterprises in the
manufacturing sector are to be privatized, and 60% of national asseté transferred to the
private sector. In addition, the privatization of public residential properties will be started in

urban districts in 199G, and carried out en a national seale in 1997,

16} Deregulation
Regulations in effect on the meat, flour, wheat-production, and oil-refining scetors
will be relaxed. To spur heightened compelition, oil price controls and oil import subsidies will

be abolished,

) Infrasteucture .
' Moinglia will cunli_nué to ‘s'cck economic ¢ooperation from donor countries for projects
aumed at bringing an end to power brownouts and\shortages inits major cities. Mongolia had
. sought to join the “”1‘0 and seal arrangements for the promotion of trade with China and
Russia Mongolia later joined the WTO). To boost foreign trade, engoing efforts will be made

Lo stiéengthen the country's Leansportation infrastructure and fusther cut shipping costs.
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Additionally, the country will strive to cultivate new export products and diversify ils exports

in general,

& The Fight Against Corruption
The administration will put together a code of cthics for civil servants, and set up

internationally accepted audit frameworks for key state-owned enterprises.

{9+ Utilization of Foreign Assistance

While showing appreciation for the benefits of foreign assistance, the government
will nonetheless devote attention to past mistakes and problems and strive to harness such
agsistance in a more effective fashion. To that end, it is to estabiish- a new organ.ization

involved with assistance affairs, directly responsible to the prime minister.

“Fhe new governmeht also has'othcr_plans in addition to the agenda for action
outlined above. Fc.ril_lstancc, rather than pursuing programs that put emphasis chiefly on the
Ulaanbaatar area, it intends to follow a regional dei’éloplliel'lt policy that splits the muhtny
into four development districts, Also, it is cumrently studying whether to allow foreign
companies to own eal estate under the Fomigﬁ Investment Law. In addit._ion, fresh moves
~ have been niade to have the Ministvy of I'inance, and the Ministry of Agriculture and lndu‘s’fry
' éssunﬁe: teading roles in the country’s cconomic management. Of cowrse, thereis ample_ reason
to believe that in éxploringits long-term strategy options, the new administration ﬂ_my have
adopted some of the :de_x_’clopment policy perspectives  and concepts of its immediate

predéceséor.
1.3 Politics and Foreign Relations
(1) Politicsa and Government

1) Ah Overview _
{n the yeavs following 1990€, Mongolia embarked on a drastic policy course aimed at
‘transforming its over-seven-decades-old socialist éystem into a- parliamentary demdéeracy
with'a market ceonomy. In the process, it élso sought to put an end to its deep-seated
strvctural dependence on the former Soviet Union. Clearly, its feaders aie to be nvﬂilc_d for
basing this transformation on the democratic processes of lawmaking and the bﬁllot box, and

withoul gpilling a singlé dvop of blood or arresting any political dissidents.
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The political reform process in Mornigolia began in the late 1980s as a venture in
ccononmic restructuring prompted in part by the Sovict Union’s own perestivika drive.
Gradually, thaugh. it assumed an increasingly politicized dimension. Starting out as a small
prb-dcmoéracy group of 300 or so activists in late 1989, it quickly flowered into a full-scale
~ democratization movement. From that point forward, the tempo of democratization, the
cconomic transition, and the move away from Soviet influence all gathered momentum. Five
short months later, in May 1890, the country formulated a revised constitution that put an
end to the era of one-party dictatorship by the Mongolian People’s Revolutionary Party
(MPRP). The first major step toward the creation of a market economy came inJanuary 1991
with price dercgulatioﬁ. Next, in May that year, the country set about the task of privatizing
its state-owned enterprises on the basis of the new National Assets Privatization Law. The -
following February of 1992 saw socialism officially abandoned and the promulgation of a new
constitution that even went as far as changing the country’s name. Finally, gencral elections
held at the end of June 1996 seated a new government led by a democrvatic coalition (which
won 50'.of the 76 seats), thus putting an end to over seven decades of rule by the MPRP and

effectively ushering Mongolia into a new era.

" While these devc-lopmcnts'essen'tia]ly transformed Mongdli:i into a political
democricy, rapid changes in 1990 and thereafter brought Mongolian society at large face-
to-face with an array of sericus new pmblcms. Indeed, the scale of cconmn.ic and socictal
upheaval h'1=; been immense. Though the structural transition compelled the gmemmentto
purxuc fast-track measures 'umcd at puumg new systems' into place, so far its actions have

net been sufﬁcmntly effocme

Once inpower, the new coalition moved forward qliickly‘ toenact a range of sweeping
administrative veforms, dismantle’ mg’uhtmy barriers, cut the budget deficit,. promote
privatization; and put a stop to corruption. These efforts had the effect of aceelcmtmg the
democrat:c pnoeens and the transition toa ntarket economy. On the dow nslde hard econoniic
times are c\pcctod to confront the tr. ansition w ith v'mous obstacles, a prospect suggosting it

will be quite a while befoce Mourigolia is able to dcmomtrate real results,

2) Blcctions and Headway in the Democratization Process
- Political veforms in Mongolia have entered a new stage set by threce successive
legislative elections and one presidential election since the start of the 1990s.
The country adopted a multiparly system in 1990, In the first democeraticelections

held in duly that year, the opposition parties were unable to manage more than a minority.
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The MPRP on the other hand had effectively taken the lead in the wform process, and
accordingly won a landslide victory with 83% of the vote. The MPRP sought a coalition with a
third party in a bid to end political animosities and foster the democratization process
together with far-reaching measures toward overhauling the economy. To be sure, the MPRP
continued to dominate polilics for some time even afler Mongolia had become a parliamentavy
democracy. In'the first generalelections {June 1992} held under the new _constitution; itwon

by a landslide, taking 70 of the 7G electoral seats. On the other hand , the first presidential

elections in June 1993 were won by the opposition leader Ochirbat, creating a situation of - -

disharmony between the pms:dency and legislative blanch ofgmemment Ingeneral, though,

stability has continued during the political process.

" However, in the second round of general elections held onJune 30, 1996, the MPRP
was roundly defeated by the Democratic Union, a coalition headed up by the Mongolian
National Democratic Party and the Mongolian Social Democratic Party. The main reason the
MPRP lost was because voters were fed up with the pattern of distortion, feot-dragging, and

'mdulgence that had come to symbelize its long-term reign- and not s6 much because thcy were

attracted to any opposition electoral platform, per se.

' 'l‘ho MPRY structure of one-party rule lasted for fuli_) seven decades. Eventually,
g that bred a climate of pohtwal cmnmsm that trickled down to the lowest echelons of the
buwreaucratic machine, reaching into all corners of society and deteriorating into essentially
nothing nmoe fha n a system of political influence and graft. This in turn nurtured a culture
driven hy abuses of power, the illegal misappropriation ofnational assets, and an unabashed
appetite for bribery. As such, the MPRP grip on power cﬂ'ecii.ve]y in beded cffortsto stimulate
the cconomy. The democratic camp cleanly severed its ties with this entrenched political
structwe and brightened hopes for the creation of a4 new pohhcal system firmly planted on

democ:attc prmcnples

3) Legislative Preparations for a New Political Framework 7
Mongolia moved forward with woik oi the legal framework for its full-scale
structural lransiti{)n—politiéally. ‘economically, and soci'ally—starting in January 1990 with
market-economy-oviented directives and following up in May that year with t_he adoption ofa
multiparty system and a revised constilution that intioduced a presidential system of
administration. Efforts in this area were aooe!cnted with the establishment of s new
constitution in Februavy 1992. Given that the country was effectively striving to overhaul its

entive structine, the difficulties scem easy to imagine. In his final report before the State
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Cireat Khuralin duly 1996, Chairman Bagabandi noted that the legislative body had passed
369 laws (including amendments) and 374 parliamentary resolutions in the four short years
under the Jasrai administration that took power following the debut of the new constitition

in 1992,

‘However, while Mongolia has made headway with its legal reforms dt least on papei',

ii't faces an array of problems that riise doubts as to whether they have been fully effective in
“practice. What is more, in numerous cases it has been known to amend new- pieces of
legislation repeatediy and withinonly a short time after they are enacted. Another probleni is
that with the scarcity of print media and the poor eirculation of information, the public often

has little, if any knowledge of newly enacted legislation,

"~ Nonctheless, suffice it to say the gm'ernmeni did at least succeed inlaying the legal
groundwork demanded by the structural transition prooess, and has since caried that
lawmaking drive inte the second stage. Eventually, it will face the task of pursuing

consistency in rules'and laws, as well as additional amendments intandem with the progress

© . toward a market economy. For now, debate will likely center on the issue of revising

- ownership provisions of the fand law, laws concerning the privatization of public hotising, new
~additions to the commercial code, and revisions to laws on investment. However, with the
debut of the Democratic Union coalition government, -attention can be expected to. focus
increasingly on fcvisions_ to the tax code and amendments to the laws on social security. As it
happens, a new law for the privatization of public housing was quickly passed in October

during the autumn session of Parliament, and is slated to take cffcct on January 1, 1997,

1) Administrative lssues.

The Mongolian government hds been noted for administrative inefliciency and
irrationalities. In fact, the céntm_l and lecal govormitents’ administrative appam'tus at the
rural level is not even fully operitive. There are various reasons for this state of affaiis.
However, it secms to stem largely from an inability to shake offthe abuses of the entrenched
socialist command-and-control framework. Such Vab_usos' suriived with the overwhelming
powers of influence the MPRP continued to hiold over Pailiament, administhiation, and the
. corporate sector under the de factoclimate of one-party rale that persisted for some time even
~ after the countty had become a democ_mq.’. Those abuses have manifested themselves, for
example, in the deep-rooted political cronyism that peivades all levels of central and local
- governnient; strongly insular jwisdictional rivalvies that undermine effective woperation

between separate administeative divisions; inadequacies in the decentralization of powen;
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and ambiguitics on the issue of accountability. Another noteworthy factor behind the
governinent’s administrative ineffectiveness is the organizational weakening that has
resulted from repeated rationalization and downsizing measuves and a draim of skilled pu'blic
servants to companies in the private scctor. At any rate, it would appear that the
administrative sector is presently incapable of satisfying the increasingly varied needs ofthe
. business sector, or of the general public, as the country 1116'_\.'03 forward along the path of -
cconomic transition. This lack of capability has also extended to the absorption and

utilization of forcign assistance.

On the other hand, the administrative structure has been frequently changed ona
large scaie.'b‘orinstancc, in April 1990, Mongolia disiantled ciﬁht ministries, including those
- responsible for light industry, foreign trade and supply, and added five new ones, includinga
construction mibistry and ministry o!_' heavy industry. All teld, it effectively downsized its
- administrative apparatus from 16to 12 ministries, but induly 1992 created five new agencies
- {including the Ministry of Cohstrﬁction and Town Planning, the Ministry of Administration,
and the Ministry of Nature and the Envimhmén_t), raisi:iug thetotal to 17. A continuous series
of reforms has at t.imes accompanied this process, however. Thotigh the Ministvy of Energy,
Mining.’hnid_ Geology was disma_ntled in 1990, in February 1991 it was broken up into
separate mining and geology agencies. These were soon consolidated into a new Ministry of
Geology and Mincrals in July 1992, and that in turn was transformed into the Ministry of

Energy, Géology, and Mining indanuary 1994,

“However, almost immediately upon assuming office in July 1996, the new
Democratic Union coalition embarked on a bold course of administrative reform that slashed
" the ministry apparvatus from 13 to nine, in the process mn'xso!idating or dis.mantling the
ministries of indust:}' and Trade, Culture, Population Policy and Labor, as well as the
above-mentioned Ministry of Encrgy, Gealogy, and Mining. Though the Ministry of Trade and
Industry had been instrumental in charting the countiry’s economic policy course, it was
dismembered and integ.rated into the ministries for Finance, Foreign Affairs, and Agriculture
and Industry. The government also dissolved the National Development Board, which had

until then béen the chief administrative pipeline for the arrangement of foreign aid.

For all its work, however, it seems clear that the government has not followed any
vonsistent sot of administrative-reform guidelines. In some respeets, to be swme, it would
appear that only a superficial attempl has been made to fulfil the demands of operative

reinforcement  or restructuring.  Albeit a  proponent of acclevated steps  towand
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democratization, the latest administration has undertaken a series of major administrative
reforms that saw no debate in Parliament, let alone by the general public, and that were
implemented without adequate preparation. This approach has inevitably croated many
doubts, including whether the new government’s actions will help sustain administrative
responsibilities, services, and continuity, bring desired gains in administrative efficiency, or
add momentinn to the democratization process. Another point worth noting is that the
government has significantly reshufiled executive administrative posts, a move that scems

* destined to have an unsettling influence for some time to come.

The lack of discipline inthe civil service is sobering. Scandals involviﬁgthe abuse of
- power, bribexry, and cther forms of corvuption receive frequent media coverage, and have
drawn han-sh.publ.ic citicism. High government officials are fiom time to time implicated in
susjwicious dealings, to the extent that investigative commissions have been set up.by
l’arliahmnt. In November 1995, the divector of the state prosccutor's office released a report
dlsclosmg the extent of illegal conduct by responsible pub‘llcsm vants at the local government
lcw! thus revealing how serious corruplion had become at the aimag and sum levels.” In
_response, in November 1995 Parliament began delibex atmg an anti-conuption bill and in
June 1995 the administration itself enacted a sct o_fdpscaphnalymstrnchons onpublic servant
misconduct. Yet so far, suchactions appear to have had little if any success. Though the .ncw
governntent has accorded it top priority, solutions will not be easily forthconiing for the simple
reason-that this issue happonq to be so closely tied to the character, e\pemse. and job

secur 1ly of publi¢ servants themselves.

5) Social Upimaval

Socictal preblems—-as embodied in educational disarray, widening gaps between the
vich and poor, and a rising crime rate-count among the niost formidable of challenges
confronling Mongolm at this time. As a country with no developmental precedent ofcapltallsm,
democrdcy or boul‘;,cms denmcmcy, it should certainly come as no swprise if \‘Iongoha finds
itselfl face-to- face wnth society- wide uphc-aval as a msult of its abrupt tyansition fiom a
centrally phnncd command conomy to oric based on an enhmly different set of principles.
And in pomt of fact, the drive to build a market coonamy has indeed been accompanied by
social disorder due to cconomic dmupllum ancl changes in values. Examples include an

increase in the wumber of school-age children who refuse to attend school, and a shap

2 Administeatively, Mongolia is divided into 21 afmag provinees) and the eapitad Ulaanbaatar (special cily).
Fach aimag is fusther subdivided info around 2 sua (rural districts), cach s being compised of the smallest

admini=trative units, the fog (sub-disteict),
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uptrend in the incidence of crime. Worse, these trends have since evolved into urgent political

issues.

In 1995, Mongolia was hit by a nationwide school teachers’ strike that lasted for
close to four months. Teachers in compulsory school grades were essentially demanding better
remuneration along with improvements in the educational envimnmeht_, As it Eappens, the
squéeze on education-retated budgetary expenditures had throwi the schoo"l_ environment
into disarray; in addition, their livelihood threatened, many teachef‘s_ op'téd for other

professions. As the student dropout rate soared, teachers became inm‘eaéingly disaffected. -

The government, for its part, has been tiying to do something. In paxticular, ia
February 1995 it put together a new I0-year core program for .compulsmy education and in
June that year designated 1996 as the "Education Year'. On the issue of student
absentecism, it presented local municipalities, schools, and parents a set of explicit
' _ guidelines and responsibilities, and in October enacted an ordinance on school supervision
that incorporated stringent pusitive provisions with fines for violators. In 1995, student
absentcéeism av'eragcd close to 12% nationwide. Some schools in rural communities, however,

reported that up to 60% of their students had dropped out.

"Efforts to regaina semblance of social order have been pursued on a national scale.

In view of the harmful impact the climbing erime rate posed for business activity and life in

génera_l, the government in June 1995 sct up a special task force under t:he' President and

assigned it the mission of drafting a new erime prcvéntion faw In J.uly 1995, the State Great

Khural unveiled a new law-and-order program; moreover, November that year saw.thc

‘administeation institute new law-and-order regulations. Though these éclions apparently
“had the effect of slowing the explosion in crime somewhat from the 30% to 10% surges
experienced in 1992 and 1993, in 1995 the incidence of crime stil.l gained a strong 10.7% o its

level the year before. By some statistics, over 60% of all offenders were jobless or intoxieated

at the time of their wrongdoing. thus 'addiﬁg substance to the view that unemployment or

" truancy mixed with aloohol leads fo‘m’_me. ’l‘l]is equation in turn, ho_we.vc.-r, highlights the

" pivotal econoniic side to social disorder in Mongolia.

6} Japanese Assistance in the Administrative Dioension
Mongolia necds assistance to sustain the core administrative sevvices and functions
performed by its government apparatus todeal with the above-outlined problems. Japan to

date has provided vavious forms of technical cooperation, inclading progmms inviting
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Mongolian managementclass personinel, dispatching Japanese experts to Mongolia and
receiving Mongolian trainees. [t would seem effective to continue these efforts, and in parallel,
offer additiona! trainces acceptance programs aimed at finding suitable administrative
structures, fosteving effective employee placements, establishing operational tic-ups between
different government instilutions, improving administrative services, and defining civil-
servant responsibilities. Such undertakings would be even more effective provided they have
- the cooperation of lacal governments inaccepting Mongolian officials from the national down
to the aimag level. From both an immediate and long-term pervspeclive, benefits could be
expected to increase if these programs were focused specifically on the middle:
management-class employees who run the "actual da)';to-day business affairs of their

deparliment.

Though Mongolié has apparently moved into the second phase of work toward
preparing its legal framework for economic transition, the accomplishments to date remain
meager incerlainrespects. Making additional hecadway scems urgent, and assistance to that

end will probably be essential.
(2) Foreign Relations

1) An Overview : .
Following the Sino-Soviet rift in the 19G60s, Mongolia adopted a stmngl;& pro-Soviet
“foreign policy and assumed virtually no diplomatic'i_nitia_t'ives of its own making. After its
transformation intoa dehmcfacy; Mongolia sought to establish 4 niore-balanced re'latio_nsl'lip
that placed it on eéqual lernis with l{u:ssia. In 1991, the Staté Great Khural introduced a set
of foreign policy guidelines that, among other things, steered the country onto a new
diplomatic cowrse aimed at sccuring its own independence and sovercignty. The pz‘iiﬁaxy -
objective was to balance its-relations with Russia and China. Secondly, _Mongolia. was
iuterés(ed in promoting its ties with Japaﬁ. the U.S_.',Germa ny, and other leading industrial
countries, and in fostering closer ties with c.u_untrie:é of the Asia-Pacific vegion. Accordingly, it
has been actively pursuing a multilateral diplon’mtic offensive. While cconomicdevelopment
is of course one ofi_ine goals Mongelia has in mind '\\.'iththis‘slralcgy, gaining prbélige for itsclf
in the interiiational community is yet another. On lb;i of that, by pursuing a diversified forcign
'_|10!ic_v, the countyy hopes above all élse to work out reassuring securily amangemecils,

cspecially now that it is ne longér under a protective Soviet umbredla.

As a landlocked country with a small population and no scaport access of its own,
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Mongolia has no choice but to accommeodate the political and coonomie clowt of its two.
neighbors, China and Russia. As has long been the case inthe past, Mongolia's relations with
both will continue to have a key impact on its own future. Decisions regarding ties with beth
iz thus of foreimost priority in diplomatic policy. Yet from that standpoeint, the newly clected
government has few fresh foreign policy options to cheose from, a reality that suggests it will
be forced essentially to follow in the footsteps™ of ‘its predecessor. That prospect |
notwithstanding, it appearvs that the new Democratic Union coalition is intevested iu

strengthening the country’s ties with the West-Japan and the U.S. in particular.

2} Ties with Russia _

Dependence and donination were the tw.o fundamental features ldng characterizing
bil_ateral ties between Mongolia and the Soviet Union. In 1987, though, this pattern was
altered dea matically as the Soviets began withdrawing forces they |_1ad stationed - on
Mongoliz_m soil. With that niove, infusions of Sovict aid to Mongolia decreased, buit in refurn,
so did Soviet dominance. The decisive departuwie from the Soviet camp caine in 1990, when
Mongolia decided to puisue its own future under a banner of national seif-deteimination.
‘Though this enforced the h'Iongolian.scnse of nzgition'al pride, it éls'o dealt a bitler blow tothe
- economy. Trade ties shriveled up, as did supplies of Russian eil. Inaddition, economic ch_rios
stenming from the br'g'akup of the SQviet Union and the COMECON trade framework élso

. had a heavy impact.

- Though ties with Russia were all hut nonexistent at one point, in 1992 Mongﬂ!ia
began taking serious steps toward their re'stqration. While this had an economicdimension,
it also appears te have been prompted by' an interest in slowing the expansion in Chinese
influcice that had begun to fill the vacuum left open by a weakened Russia. In March 1992,
Prime Minister Byambasuren visited Moscow in a gesture aimod at iniproving bilateral ties
with Russia. That action resulted in the cieation of a new economic eooperation coundil,
together with fiesh Russian pledges of cconomic assistance to Mongolia. In J_anunfy 1993,
President Ochitbat paid a visit to Russia and concluded a bilateral ﬁicndsliip_ and
“cooperation” pact, This paet strengthened the impression that the two countries had

cstablished ties on equal terms. Forone, it required that Russia respect the Mongolian policy
of rofusing to allow foreign troéps to pass through or be stationed on Mongolian tevritory. For
“anather, it stipulated that neither party should part iéipat_c in any militacy or political nlliance

that would be hostile o the interests of the other.

In effect, Mongolia’s now diplomacy of nonalignment can be teymed a success.,
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Bilateral ties with Russia have begun to pick up. For instance, customs procedures have been
“streamlined, arrangements havé been formulated to complete various projects that were
suspended when Soviet aid dried up; debt payments to Russia have been rvescheduled: and
the two countries have agreed an a barter deal which saw 10,000 tons of Mongolian copper

exchanged for 300,000 tons of Russian oil.

Though trade with Russia has been on a general downtiend, the country still
accounts for the Iargest share of Mongolian imports: 52% of the total in 1995, Russia is only
the fifth-lavgest market for Mongolian exports, absorbing 13%. However, its share ranks
highest at 28% when the former Soviet republic of Kazakhstan is included. The Jevel of civilian

“interchange is also up: in 1994 alone, more than 270,000 Mongolians visited Russia.

3) Ties with China
" Ties with China began improving qmch!y in 1991 as il to fill in the power vacuum
left by the Soviet Union. The expa nded influx of Chinesc-made consumer goods and private
: Chinese inveslm_ent into Mongolia were especially impressive. Though the two countries had
only one customs house on their common border somc'ycérs ago, in 1992 they opened ten more,
Bitateral trade boomed, and Chinese-backed private sectorinvestment in Mongoha nereased
| diaimatically. In August 1991, Chinese President Y ang Sh-mgkun visited Mnngoln and
signed an accond granting the landlocked éountry overland access to Chinese seaporls for
trading purposes. In buiiding its ties with Mongolia, China dcmohsh‘atcd'enthusiz_lsm in
.various' other ways: cg, by offeringa 50 million yuan loan for the construction ofsm:all.s.calc
factovies, and granliﬁga five-yeardeferral on repayments on loans it provided Mongolia m the
1950s aid 1960s. R _

In 1990, China accounted for only 2% of Mongolian exports and imports. The
following year, however, saw its share of exports and imports surge to 5% and 4.6%
:e*:pecmcl) I}y 1993, China absmbcd 31% of all Mongolian exports, and supphed 17% ofits
imports. This uptrend fcllbacl\ somewhat in 1994, with figures coming inat 19.9% and 9.2%
respectively. Oa the investment front, Chinese investments in Mongolia seem irelatively |
small-scale on a pioject-by-project basis. In temis of nun_\ber of projects, though, China now
lies with Russia for first place. One joint-venture with China is a new trade contér in
Ulaanbaatar, whichopened its doors induly 1995. Additionally, the follewing Novembersaw
the two countries set up a new customs facility in the Chinese border city of Manzhouli and
Dornod aimagin Kastern Mongolia. Also, inan apparent bid to counterbalance a similar pact
Mongoliia had entered with Russia in 1993, Chinese Premier Li Peng visited Mongolia in April

1991 and sealed a friendship and cooperation treaty.
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However, the trend toward decper tics has avoused inmany Mungofians a sense of
alarm that is almost traditional as far as China is concerned. The initial influx of Chinese
products came when Mongolia was facing a scarcity of basic goods. Since merchants at the
time had little financial power, many of the imported products were of po;):' qné]ity. This
serviously tarnished the image conveyed by the term, “Chinese-made,” and around 1994 the
Mongolian mass media began presenting articles aimed at drawing attention to the defectsin
various Chinese products. That coverage, coupled with the spread of rumors, had such a
negative impact on the popularity of Chinese merchandise that boycotts were éven considered,

if not actually carricd out. Infact, thisis one of the reasons trade with China dipped in 1994,

For Mongolia, though, security arrangements will be an essential precondition for
solid ties with China: heightened levels of trade alone will not be enough. That reality
suggests the new administration in Mongolia willbe striving to step up exchange with China,

particularly at the administrative level.
1) Ties with Japan, the U.S., and Multilateral Institutions

il l_]apan _ ‘ _ _
Relations between dapan and Mongolia reniained rather cool for somie time even
after the two had established diplomatic tics, The ﬁnly developnients worth mention at the
outset included a Japanese pledge of Y5 billionin grant assistance forthe construction ofa
cashmere plant, and, at the cultural level, 4 continuing prograni of exchange for teachersand
's‘tude'n.ts. {overninent interaction was fimitcd to the vioe-minister level, and trade was
minimal. A major shakeup inthat bilateral relationship began toemerge in 1987. That year
saw Mongolia embark on a Western diplomatic offensive that included sending Foreign

Minister Dugersuren, to Tokyo and establishing diplomatic relations with the 1.8,

The visit by Fomi'gn' Minister Dugersuren fucled :popu!m' interest in Japan,
Mongolia’s mass media supplanted the traditional, derogatory rhetoric with aﬂi&es colored
" by amore pi‘omotionél tone-such as “l.nérl} from Japan”. Mongoliain a number ef ways also
began demonstrating a more aclive interest in boosting ils ties w_ith'J.apan. [For instance, it
decided to Em‘c i’eop.lc’s (_‘ong'ress Chai.nﬁa'n' Linchin attend the funeral ceremony . for
dapanese Kmperor 'Sl.mwa in l-'obrumf 1959, without waiting to see Moscow’s dedision. In
response to that gestwre of fiiendship, Japan sent Foreign Minister Une to Mongolia :the
following May-actually the first visit by a Japancese forcign ministerin the 17 years since the

twe countrics had established formal diplomatic ties. That visit resulted in substantive
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arrangements for a Japancse economic mission Lo the country, and the extension of technical
cooporation, among other things. February 1990 oceasioned the fivst visit to Japan by Prime
- Minister Sadnom. Furthermore, in November that year, President Ochirbat himself attended
the imperial enthronement ceremony as Mongolian head of state. Inan carvlter era, the Soviet
Einien would have been the finst stop en a Mongolian president’s foreign itinevary. But
President Ochirbat noted that he himself pickéd Japan for his first state visit after assuming
" office, effectively underlining the point that a visit to Japan meant much more to Mongolia
than the formalities. The visits by Sodnom and Ochivbat brought the official bilateral
exchanges up to the prime ministerial level. In August 1991,'Japahese Prime Minister Kaifu
vigited Mongolia, thus seiting the stage forexpanded underlakingé in the arena of economic

cooperation.

Prior to that visit, Kaifu at the London Summil called for a coubcrtedintemationml
dmje to provide Mongolia with _much-needed assistance; In addition,_ during his visit to
Mongolia, Kaifu mmdunocd a number of Japanosé aéSislanoe mitiatives, incdluding plans to
 hold a conference of Mongolian assistance-donor nations, known as the Mongolia Assistance
* Group. From that point, Japanese efforls grew more s_ubsianlivi:; assistance carmarked for
: Mb:\golia began lml[boning in 1091, and before long Japan had become Mongolia's single
largest assistance donor in bi.lnteral terms. Ca-chaired By_Japan and the Woirld Bank; the
Mongolian Assistance Group Meeting was convened five times by Februmj' 1396, beginning
with its inaugural gatheving in September 1991, Japan has consistently contributed almost
one-third of the assistance provided through that forum, and has assumed an active role in
_helping coordinateinternational frameworks for assistance. In view of that record, Mongolian

expectations toward Japan have continued to grow. .

On another level of ex‘change, several developments high.lighta trend toward closer
ties of friendship zind_ompath_v between the Mongolian and Japanese people. In December
" 1991 Mongolia issued a new postage stamp commemorating friendship ties with Japan.-In
:\pz'il 1995, it began broadcasting NHK television programs thoughout the countiy. F_in;l
aived in April 1996, the Japanesc. pet*iod drama series “O-shin” was a major hit with the

public.

2t The .S,
Relations between Mongolia and the U.S. have strengthened steadily since the two
countries established diplomatic ties in 1987. The democracy movement in Mongolia began

gathéring monentum in 1990. U.S. Secretary of State James Baker visited Mongolia in May
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that year. The following Seplember saw the two countries reach an agreement on the
* promotion of foreign investment. In addition, at the private-sector level, U.S. investors have
funded projects for camel-wool and yak-wool processing facilitics and ventures in oil

exploration.

Relations grew even clbserin 1991, In January that year, Prééidént Ochirbal visited
the U.S. and returned honte with_most-fm‘ored-nation's’tatus for his qouhhy. In March, the
U.S. House of Representatives and S.enate passed a resolution on economic assistance for
Mongolia, and in July Secretary Baker made his second visit.= The U.S. then began moviﬁg'
forward with specific measures, induding emergency aicl, techniml'as'sistance, and Peace
Coﬁ)s_ projects. In August 1995, the U.S. even pledged to provide Mongolia with defense
technologies and equipment paits. Most U.S. assistance -for Mongolia is grant-based.

Investment from the private sector is focused primarily in oil-field development.

~ Leading Mongolian pro-democracy activists were invited to the U.S. when the
' nmvcment was still inits infancy. In that way, the 11.8. established itsclf as a supporter of the
democratization drive. Now that the Democratic Union alition has assumed power, it is

anticipated that tics between Mongolia and the U.S. will grow even stronger.

43} Ties with Multilateral Institutions

+ Mongolia's need for assi'stance with its drive toward democralization and economic
veform have been mentioned in a number cf major forums: in the political dedaration and
chairperson’s statement at the Houston 'S_ummit induly 1990; in the chairperson's statement
at the I,ohdon Summit in July 1991; and in the ecdncimic declaration at the Tokyo Sumniitin
July _1993. 'l*]choing this broad international consensus, the World Bank, IMF, ADB, UNDP,
OECD, and otherorganizations have actively engaged themselves ina number of assistance

programs for Mornigolia.

| Bach of these organizations has a vahmbl_e role to play. The 1M and World Bank,
for ilnstaucc, havebeen hélping'i\longél'ia with its slruclur.al adjustment programs. Based on
an agreement with lho IMFE, the Mongolian government has formulated and beguii steps to
nnpicment pmvmom of its 1993-1996 Policy Franiework for Mauoecononnc and Structural
Adjustment. The IMF and other mgammtlons have agreed to continue '1ssnsung Mongo]m in

this arca through 1997 and bc:}-ond.

The ADDB has been providing Mongolia with financing and other forms of assistance
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for projects in a bread range of fields, including electricity, communications, transpoit,
livestock farming, the development of an insurance system, pollution abatement, and job
- ereation. The UNDP is helping the country enhance its infrastructural base for investment,
tvain management 'pen;x:)nncl, manage educational programs, devise programs ef national

accounting, and strengthen government pelicy makers’ capacity.

b) Japaﬁese Assistance iﬁ the Foreign Relations Arvena
Diversificd forms of assistance from donor nations and multilateral institutions will
_ be essential to Mongolia. Japan should conlinue to serve as co-chair of the Mongolia
Assistance Group Meetings and in that role, coordinate assistance from each donor nation '

and multilateral institution.
1.4 Trends in Assistance to Mongolia
(1} Overall Trends in Assistance to Mongolia

1) Trends in Type of Assmtancc
According to statislics compiled b} the DAC, asmslance to Mongoha from 1990
through 1991 totaled $516 million (contmct basm). '

]n 1890 all assistande came in the form of grant aid®, but from 1991 om\mdﬁ

loughlv 60% came in the form of grant aid while the other 10% in loan assistance.

: Ass:istan'cc aimed at helping the country improve its balance of paynients siluation
(BIP_éuppm*t) accounted for 80% of all assistance in 1991, but fell to below 16% in 1993.%
Project assistance, meanwhile, accounted for just 7% of the total in 19981, but grew to 93% in
1993. This refleets a structural change from a policy of “B/P* sujiport first, projedassistancc
seeond” to one of “project assistance first, B/P support second.” Completé details are provided

n Figure 1-4-1.

2) Assistance by Donos _
A breakdown of assistance to Mongolia by amounts (contract basis) and by

counlryforganization reveals that of the comulative total from 1990 through 1991, Japan was

P Here we tse the term "grant dd” in the broad sense, including that form known as technical cooperation in
Japan,
AR Bank (19906a), po3.
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the largest denor {accounting for approximately 30%), followed in order by the ADB, Germany,
the World Bank, the IMF, the UNDP, and the U.S. (sec Figue 1-1-2). Thesc seven donors
provided nearly 90% of the total (87.5% of the cumulative total from 1990 through 1994), and

financial assistance from other donors was limited.

3) Assistance chuired in 1996 and Beyond _

According to the Mongolian Government's “Pioject and Technical Assistance
Proposals 1996-1998" which it distributed at the Fifth Mongolia Assistance Group Meeting in
1996, the country requires the following amounts of assistance over the lhrce.-yo:—x.t_' span from

199G to 1998.

Type Number | Amount ($1 million)
Project assistance 39 617.6
Technical cooperation 46 40.6
Poverty alleviation programs | - 7 - 12.2
Total : R 670.4

Breakdowns of these projects by sector and monctary value are given in Figures 1- -

4-3 and 1-4-4.

Also at the Fifth Mongolia Assistance Group Meeting, the World Bank estimated
the amount of medium-térm assistance, required for the following five-year period, to be as

follows.”

Type o Amount {81 million)

Public investment programs 1995.1998 i ' 6549
{rchabilitation of existing facilitics) : ‘ o
[.avge-scale investment projects - . 100-500
Balance of payments support (chiefly for reforms; 1650-200

to the corporate and banking scctors)

Debt servicing _ o b 100-150
;l’_gtal '

1000- 1500

The two plans cover different time periods-three yearsand five yoars-but they are:
nearly identical in terms of the amounts of assistance needed annually. Between $180 million

and $270 million is requived each year to provide the needed assistance laid out in the

1 bid, b
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five-year plan, and the World Bank belicves that this can be covered with $200 million in

foreign assistance and $50 million from Mongolia's development budget.’

1) Mongolia's System for Accepting Assistanee-Bonor Coordination
* Coordination of assistance fiom dondrs, primarily the scven major donors
mentioned carlier, cncompasses coordination on the receiving side, Mongolia, and
coordination on the giving side, among the individual donors. The National Development
Board (NDB) was responsible for coordination on the Mongolian side until July 1996, but -
~ following a major reshuffle of government agenciesafter the gencra!.elcction held on 30 June
1996, the responsibilities of the NDB were divided between the Ministey of External Relations
and the Ministiy of Finance. In addilion, an assistance coordination committee under the
© divect @11(10] of the Prime Minister was established. These bodies are currently working
together to coordinate the acoeptance of assistance. On the donor side, five meetings of the.
Mongolia Assistance Group, co-chaired hy the World Bank and Japan, have been held up to
1996,

Meongolia Assistance Group Mectings'ha've heen held almost annually since 1991,
five times in all as of July 1996."" Japan has co-chaired the meclings with the World Bank
since the second niceting. The number of participating countries and organizations has grown

every year (sce Table 1-1),

_ “Fhis is the 01“)' l'oré.lm at.'which_donals of assistance to Mongolizi all galthér in one
place. At such méetings the pai-licipanté discuss the current state of the l\longo‘lizinccono:ﬁy;
medium- and long-term development priorities; and, the nature and directions of assistance
mquin}_d in the fuiurc. Through the meetings, participa nis are able to obtain valuable
information to help them evaluate past assistance programs, ascertain other donors' future

intentions, avoid duplication, aind cstablish more effective complementary relationships.

The pa |1icfp:1 nts at meetings of the Mongolia Assistance Group do not hecossarily
make cd:ﬁmitmcnls to pl;OVidC specific amounts of assistance during the respective year. One
of the primary functions of these inegtings. however, is to formulate a balanced and -
coordinated wuoflicial action plan for providing the total amount of assistance needed by .

* Mongolia, as estimated by the World Bank, onc of the two co-chairs of the nteetings.

bt A
' The fiest through third and Aifth meetings were held at the Ministey of Foreiga MEaies: the fourth mecting was

hekd at HCNx Institute for Inteenational Couperation,
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The meectings’ agendas reflect economie conditions in Mongolia and cconomic

challenges confrenting the country at the time of the meeting.

The first and sccond meetings were held in 1991 and 1992, immediately after
Mongolia had begun the transitiontoa markfet economy and at a point when the country was
facing a serious balance of paymc:its crisis. Naturally, the most urgent topic of discussion at
these first two meetings was how to resolve this crisis. Mediuni- and long-term development
prioritics were also diseussed, but these talks were treated as complementary to those on the
balance _of payments crisis, | |

At the thind meeting in 1993, the Mongelian cconomy was identified as bei'n:g at a
turning point, rebounding from economic contraction to growth, and the emphasis in the
discussions began to shift from shoert-term responses to the balance of payments cisis to
medium- and lonQ-term development. This trend became more proanounced at the fouirth
‘meeting and is clearly evidenced in the\"u’orld Bank pronouncement in its keynote report at

the meeting: “{the Mongolian economy] has escaped from danger.”

This optimistic outlook also prevailed at the fifth meeting, held in February 1996.
What sepamt'ed'lhis mdeting from the previous four, howe\_'etr, Was a shift in emphasis from
the coonomic infrastructuie to the development of export-oriented business and small- and
mediuni-sized cnlerp.ﬁsos'. Moicover, ever greater priovity was placed at this meeling on so-
czil]cd “soft-type” assistance, :- involving thé transfoer ‘'of know-how In management, and

monetary aiid fiscal administration.

. These meetings are 'fundamenlally forums for discussing basic orientations -in
assistance, and not for official discuésions of specific coordination for individual as_sistanoc
projects. However, insafar as they provide an opportunity for major.donors to assemble inone

“place, they are invaluable as a venue for the exchange of information and discussions of .

individual projects at an unoflicial level.
(2) Bilateral Assisténce

1) Jﬁp;m

17 Qverview

dapan’s fundamental policy with respect to Mongolia’s democratization and

coonomic veform efforts, contering on the transifion to a market cconomy, aims to actively

— 5 -



provide assistance, in both the bilateral and international contexts. From this perspective,
Japan has utilized all available bilateral assistance schemes—grant assistance, technical
cooperation, and yenloans—to extend assistance to Mongolia in a range of fields (agriculture,
industry, social infrastructurve, cconomic infrastructure, and human resources dcvelopmcnf).
In addition, Japan has actively participated in or co-sponsored the five Mongolia Assistance
"Group Meectings and has played a leading rele in lobbying the international community to

provide assistance to Mongolia.

~Japanese assistancé to Mongolia can be traced back to 1977 when the country
provided 5.1 billion yen in grant aid for the construction of a cashmere plant, but the scale of
assislainm was limited prior to 1990. Since 1991, when it stepped up its efforts, Japan has
ranked as the lcading donor of assistance to Maongoha through international organizations
and bilateral channcls, this assistance extending acwoss all sectors {excopt that of
macrocconomic coordination). Together with the World Bank, Japan has co-chaired the

§ Mongolia Assistance Group Meetings.

" At the fifth Mongolia Assistance Group Mceting, Japan pleédged approximately 6.7

billion yen in assistance o Mongolia for FY1996.

2 Technical Cooperation'
Japanese technical cooperation to Moﬁgoﬁa has grbwﬁi‘apidly since 1991, veaching
2.27 billion yen in 1994 and 2.34 biltion yen in 1995, Japan began in the fall of 1994 to
: activély extend cooﬁcratimi to Mongolia with a view to promoting the cconomic reform and
supporling the human resotrces dcvelopmcht that the counlr); required, providing assistance
for the tranisition to a mavkef economy, in the spheres of coonomic reform and cconomic
planning. Japan's assistance is being used to cultivate human resources and styengthen

institutions to facilitate the full-scale operation of Mongolia's market economy.

J:\.pan is accepliﬁg far greater numbm’-_s of trainces from, and scnding many more
cxperts to Mongolia, with the figures up to’ 1995 being 121 trainces and 126 experts
mspoéti.vc-ly. Considerable developments are cvident, including the onclusion of an
_agreement in 1991 to send Japan Overseas Cooperation Volunteers to Mongolia and the
“initiation in 1994 of project-type technical cooperation (Geslogy and Mining Resource
Institute). l’rciiinil‘nary studies are scheduled for FY1996 for three new project-type techunical
cooperation p.rojocts: a plan to improve the diagnosis and prevention of livestoek infection, a

project to strengthen technical education at university level, and a project to improve
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maternal-child health care.

At the local government level, JICA is working with Shavikimura in Aomori
Prefecture on a cooperative project in riec growing technology. Building on the record of
cooperation at this level of government, experts in rice-growing (and vegetable-growing)
technology were sent from Shariki-mura to Dornod aimag in 1995 and 1996. In addition,

Chiba Prefecture is expected to cooperate with JICA in a niaternal-child health eare project.

Development studies were initiated in FY 1990. By FY 1994, 1t development studies
" had been conducted (three completed), and 11 were underway in 1995 Gncluding three new
studies). These studies cover a wide range of sectors, most notably the mining sector, and the
- agriculture, iranspor’tation, and communications sectors. JICA is seeking to emphasize
organic linkages between Japancse grant aid, loan assistance, and other technical
ooperation schemes, and giving priority to projects with excellent prospects of being self-

profitable.

JICA is echeduled to conduct a development study in FY 1996 ained at developing

Mongolia's abundant non-ferrous metal resources.™

R} Grant Aid _
‘Japan has provided general grant aid prim'a.rily in the iifrastructure-related fields
" of electric .power and communications and the food supply scctor. It has also extended food aid
and assistance to boost food production, and since FY1991, grant assistance for grass-roots
pmjecté.‘ Wifh a view to enhancing living standards by improving the supply of hot water in
the capital Ulaanbaatar, Jdpan extended assistance in FY1996 for the repair of the hot

water supply facilities in Ulaanbaatar Power Station No. 4.

) Loan Assistance

©In the arca of loan assistance (ven loans), Japah provided funds for a project to
upgm:dé Mongolia's vail transport capacity ‘in FY1993 and FY1994, and for the repair of
Ulaanbaatar Power Station No. 4's boiler in FY1995. Japan provided a total of

“approximately 7.3 billion yen in commeodity loans in FY1991 and FY 1992,

= Basie Study for Redource Dovelopnent Cooperation in the Tsagaan Tsakhir Uul District,



2) Germany

~ In its assistance to Mongolia, Germany has placed an emphasis on four aveas:
ecoonomtic  reform  (private-sector - support),  infiastructwre-bwilding  {energy  and
" telecommunicitions sectors), vocational training, and environmental conservation. It appears
“that Germany's prime ohjective is to implement technology transfers in their areas of
strength-industiy and the environment. While the scale of individual pmjecté is generally
small, since 1991 Germany has extended 160,600,000 DM (approximately $94.5 million)in
total ODA assistance. Assistance for small- and medium-sized enterprises has centeved on
technical assistance by extended-stay experts. Germany has provided equipment through a
fund (6.5 million DM) administered by the Ministry of Trade and Industry. In FY1995 it
provided 8 million DM (§5.-40 million) in technical cooperation, 5 million DM ($3.10 million)
for teaining of power plant employees, 20 million DM in small-scale two-step loans'5 to
promote small and medium-sized enterprises, and -§ million DM in the health care sector. It
has also sent extended-stay experts insmall- and medium-sized enterpri ises to the Mmlstry

of Agricullure and Industry.

3) United States _

Assistance from the Uniled States consists primarily of humanitariai and human
resources assistancs administered by USAID, major programs comprising the provision of
spawe parts for the encrgy sector (1992), the dispatch of English tr:achom and food aid.’
Aitlmugh the overall seale of LS. assistance is small, its food aid consists clnefly of such'
necessities as wheat, buttm and cookmg oil; and is consequently well-spread tlnoughoutlhe
general populsce. The SZ 8 million in counterpart funds from this food aid was used as a fund
to foster small and mediume-sized enterprises: At the Fifth Mongolia: Assistance Group
‘Mecting in February 1996, the United States expressed its intention to provide assistance
pi-imarily in the arcas of economic reform, democratization, energy scctor infrastructure, and
food aid. USAID formetly maintained an officr within the U.S, Embassy in Ulaanbaatar
before its closwe in beptembe: 1996.

4) Russia
* Russian assistance lo Mongolia us of April 1995 was as follows:
+ In'1992, $38.7 million in soft loans for energy/lransportation projeets. |
©* Provision of petroleum products (170,000 tons)

-+ Deferral of outstanding principal and interest payments (rescheduling of debts

ETetal foe KA T in 1990 and KAV in 1996, Amount does not include foed aid counterpart funds.
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falling due in 1921 through 1995 to the year 2000 and later) of 199 mitlion -

rubles.?®

All Russian assistance currently comesin the formi of loans. Russia continues tobe,
necdless tosay, an impartant country for Mongoliainterms of securing trade routes and as a
source of spare parts and oil. Resolving its debt problems with Russia is an extremely

© jmportant issue which may have an impact on the entire Mongolian economy.

At the Fifth Mongolia Assistance Group Meeting, Russia expressed its intention to
place emphasis on alleviating poeverty, while also extending cooperation in the sphere of
“infrastructure development in the encrgy sector, including the upgrading of power station

- facilitics.

5) China _
' ‘China, like Russia, will play an'important rolein getting Mongolian eco‘n_omi'c growth
on track. Chinais currently strengthening its presence incommercial ficlds (service industries,

" trade), which is said to be causing increased wariness in the Mongolian government.

" Al assistance from Chinacomes in the form of loans. China has provided a total of
$1.54 million in commodiiy loans and loans for the construction of factories making Chinese

noodles, reinforced concrete, and paper.

6) Other Donors _
South Korea, India, and countries in Western Eurepe and Scandinavia also provide

assistance, but the scale is limited.

(3) Multilateral Organizations
Next, we will touch briefly on multilateral donors’ major projects in priority ficlds in

Mongolia (in order of assistance siie).

© 1) Asian Development Bank (ADB)
' Among international organizations, the ADBis the largest donor to Mongolia. Asof
the end of 1995, it had extended approximately $250 millien in loans and $25 million in

technical cooperation. From 1996 through 1999, il plans to extend an average of $60 million

2 Ruble-dennminated debts to the former Sviet Union are exprossed in dollars at the prevailing exchaige rate at

the time of providing the loan.



in assistance annually,
Changes in emphasis in the ADI¥s assistance to Mongelia, culled from ADB
statements delivered at the Mongolia Assistance Group Mectings, the “Asian Development

Bank Statement on Financing Plans,” can be summed up as follows:

First meeting Emergency assistance {construction equipment, industrial machinery
" | spare parts, ctc.) '

Second mecting | Costs associated with the transition to a niarket economy; strengthening
agricultural and industrial infrastructure

Third meeting | Enhancing assistance absorptive capacity; maintenance of veform and
stabilization policies

Fourth meeting | Establishing the environment and developing human resources for the
trangition to a market economy; upgrading infrastructuve

Fifth meeting | Macrocconomic stability; enhancing assistance absorptive capacity,
| strengthening reform in the agricultural sector

As this table i.ndicates_, the ADDB's priorities have shified from an initial stiong
eniphagis on emergency assistance to more medium- and long-term and ;‘s;oft-type" programs.
The Bank's role among the donor's is thought te lic mainly in cooperation for sector structural

-adjustnient, sector :nastcr'planliing {especially infrastiucture planning), 511(1 infrastructure -

creation and rehabilitation.

Assistance provided by the ADD to date for alrcady-completed projects includes
special balance of payments agsistance ($30 million), industrial sécton' progiam loans ($30 -
million), and encigy rehabilitation assistance (340 million). Meanwhile, projects currently
underway or under consideration include assistanoe for the Egijn gol hydmpo\vef p!ani
feasibility study (33.8 million), Ulaanbaatar airport (§36 million), job creation (83 million),
communications (digital network, z$2'i.5 million), and the ower St_alion No. 3 amount

unknown).

In FY1996, the ADB is scheduled to extend $35 million in {indncial sector program E
loans and $5 million in technical cooperation for human resources developnentin the energy
and education sectors. From 1997 to 1999, it plans to provide assistance for electric power,

~voad; health care, agricultural, and wrban development.

* The ADDB does ot maintain an office in Meongolia.
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2} World Bank (11DA)

The World Bank co-chairs the Mongolia Assistance Group Meetings with Japan.
Structural adjustment leans heads the list of priovity aveas for-World Bank ascistance,
followed by project leans in the agricnlture, niining, transportation, and towism fiekds, The

details are as {ollows.

1992 Economic reoovery credits  © ¢ , $30 million

1993 Economie transition assistance credits | $20 million

.1993 Stmclural adjustment credil_s _ © $20 million,
Poverty alleviation credits ' $7 miltion
Coal sector rehabilitation credits : S‘ZO million

Total o - $97 million

In addition, the World Bank is currently preparing to extend assistance to the
Ministry of Infrastructine Development as pait of an urban public scrvice rehabilitation
‘project (scheduled to total $15 million) focusing on water supply and sewage systems, waste

processing, and public-sector institutional reforms.
The World Bank does not maintain an office in Mongelia.

.3) {nternational Monetary Fuind (IMF)

- The IMF has pmviﬂed assistance to Mongolia on two occasions: it provided $15.3
million under a 1991 stand-by agreement, and from 1993 to 1996 provided a three-year
enhanced structural adjustment facility. (ESAF) worth $57.13 milkion. Altof the 1991 funds
have been disbursed, while the second year's portion of the ESAF is currently being disbursed.
~ Along with the World Bank, the IMF has espressed the opinion that assistaree for balance of
'paymcnts support will have to be continued for at least two more years. The IME maintains
a liaison oftice within the Mongolian Ministry of Finance. In'1998, it is scheduled to provide

$25 million of assistance, which will be disbursed in three tranches.

4} United Nations Development l’x'ﬁg:'aixlz '_(UNI)P)

In addition toits ewn :\ctivilicé, thc:i UNDP partially oversecs thosé of other United
Nations agencies (e.g., FAO, UN ESCO, UNII)O.. 1L.O) which do not hiave offices in Mongolia.
The UNDI”'s own assislance to Mongolia focuses on the creation of rameworks for the
Managenient Development rogram MDP) and the Poverty Alleviation Program (PAP). A

large part of the UNDP's work consists of coordination. incuding the organization of
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nunmerous donor workshops devoted to the topic of providing financial and human resources.
FPor its own part, the UNDP provides only a limited amount of funds to Mongolia, On a
contract basis it provided a total of $16.7 milion from 1990 to 1994 (calendar yoars). Inthe
Sarca of human resources development, it is cnrently implementing two programs through the
Japan Human Development Tyust Ifund (6 management education project and a practical

“lraining prograim in international trade {ASYCUDA].

Together with the Mongolian Ministry of Nature and the Environment, the UNDP is
also conducting bio-diversity studies and rescarch through the Global Environment Facetlity,

the World Bank’s envivonnmental trust fund.
The UNDP niaintains its own office in Mongolia,

5 Euwvopean Union (FU)
" The KU is providing assistance to Mongelia under the Technieal Assistance for ex-
CISs (TACIS) program. Under this program, financial assistance foy dc-mocra.liza!ion and the
transition to a market cconemy is provided lo countrics of the former Soviet Union and
Fastern Hurope in order to support political frecdom and promoté cconomic gl'O\vth. Atotal of
. 1,870 million KCU was invested in over 2,000 projects in all of thé target countries together

* over the four-year span from 1991 through 1994 under this p;'o.gmm.
The KU has the following five projects underway or planned in Mongolia.

'h - Reinforceméent of employment sexvices; Started December 1991; 1.2 million ECU;
{(Labor policy assistaiice and crcation of a network of employment centers in conjunction

with the Ministry of Population Policy and Labor).

12« Economic education reforins;  Started November 1994; 2 million ECU:
{Assistance in the establishment of an organizational framewaork, and the provision of

cquipment and educational materials (o the M(mgo!imi Economics Institute)

3 Establishment of an C‘(‘h.t_(:ﬂt.ioll'(’ll information system;
- Started December 199 i; 600,000 KCU: '
(Assiélahcc-ﬁ for ereation of an imformation system to link the Ministry of Science and
Education with aajor universities via the Center for Scientific and Technologicat

Information)
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A: Assistance for small- and medium-sized enterprises, including agricultural product
processing: Scheduled for 1995,
(Plans call for small- and medium-sized enterprise (SMEs) policy assistance for the
NDB: establishmint of a Small- and Medium-sizéd Enterprise Development Agency;
cstablishment of a Management Development Center with the UNDDP as part of the .

Management Developiment Program; and human resouvces development for SMis)

Y lmprovement of Darkhan/Choibalsan onergy facil'ily capacilies; Date to be confirined; 1
million ECU;

(Re_habilitation'bfthe. two cities” power plants and heat supply systems)

As shown here, the EU's assistance fields include some that are also the targetsof
future Japanese cooperation-human resources development, industrial assistanee, and the

energy sector—and therefore care will have to be taken to aveid duplication.
The KU has maintained its own office in Mongolia since 1995,

6) Other Mulﬁlatéml Donors o
LlNI()i*)l“, FAO, WHO, and UNFPA also provide assistance to I\'lcngoliz.l, as

- described below.

(1 UNICER: 1991-94 program; - Child health eave, infectious disease prevention,
immunizations, maternal-child health cave, ete.;

Amounl of assistance: approximately $1 million

i FAQ: Agricultural statistics, veterinary training, livestock quatity control, ete.;

Approximately $1.9 million

30 WHO: Téchnical assistance (pharmaceutical policy, ¢tc.), emergency assistance;

Approximately $11.8 million
A7 UNEPA: BEnactment of population policy, assistance for 'p'opulation' studies at the

national university, improved welfare for women, maternal-chitd health care, promotion

of family planning, cle; Approximately $3.8 million
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(4) Non-governmental Organizations

One example of non-governmental organizations’ activities in Mongolia is the Fivst
Mongolian Women's NGO Conference, held in Ulaanbaatay in October 1996, Over-100 women
representing NGOs from aimag and :}um throughout the country participated in the
cenference, as did Mongelian President Ochirbat. A decision has been made to continue this

conference in coming years.
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